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SIMULATION OF ECONOMIC SYSTEMS 


By Guy H. Orcutt* 


Simulation is a general approach to the study and use of models. As 
such it furnishes an alternative approach to that offered by conven- 
tional mathematical techniques. In using conventional mathematical 
techniques to solve a model the objective is to determine, deductively 
and with generality, the way in which the model implicitly relates en- 
dogenous variables to initial conditions, parameters, and time paths of 
exogenous variables.’ 

Simulation techniques also are used to solve models, but in any 
single simulation run the solution obtained is highly specific. Given 
completely specified initial conditions, parameters, and exogenous var- 
iables, a single simulation run yields only a single set of time paths of 
the endogenous variables. To determine how the behavior of the en- 
dogenous variables is more generally dependent on initial conditions, 
parameters, and exogenous variables may require a very large number 
of simulation runs; and even then induction from specific results to gen- 
eral solutions will be required. 

An individual simulation run may be thought of as an experiment 
performed upon a model. A given experiment involves operating a 
model after first completely specifying a set of initial conditions ap- 
propriate to the model, a set of values of the parameters used in speci- 
fying relations contained in the model, and the time paths of those vari- 
ables used in the model and treated as exogenous. Additional experi- 
ments would involve operating the model after respecifying the initial 
conditions, the parameters, and/or the exogenous variables. The prob- 
lem of inferring general relationships from specific results obtained in 

*The author is professor of economics, University of Wisconsin. He wishes to express 


*For purposes of this paper variables generated by a model will be regarded as en- 
dogenous, while variables treated as given and fed into a model will be regarded as ex- 
ogenous. No distinction is made in this paper between constants and parameters. 
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individual experiments performed on a model is the same as that of 
inferring general relationships from specific experimental results in any 
of the inductive sciences. The scientist studying natural phenomena has 
no alternative. The research worker, studying or using a model, could 
conceivably use a purely deductive approach, but this alternative may 
not be attractive or it may not prove feasible with known mathematical 
methods. 

In practice, the word simulation is used in a variety of related but 
somewhat different senses. For example, if someone refers to the simu- 
lation of an economy, or of some other set of real phenomena, he prob- 
ably is referring to the combined activity of building a model of that 
set of phenomena and also of studying and/or using the model by 
means of the kind of simulation approach defined above. While build- 
ing a model it is, of course, important to give some thought to its even- 
tual solution and use. However, any particular model might be ex- 
pressed in any one of various languages and might be solved and used 
by means of more than one approach. This being the case, it does not 
seem overly useful for most purposes to classify models either accord- 
ing to the intended techniques of solution alone or even simply accord- 
ing to the language in which they happen to be expressed.’ 

Not only is the term simulation used in different senses, but also a 
number of other words are used to identify activities or methods which 
might properly be regarded as specialized uses of a simulation ap- 
proach. Both gaming and Monte Carlo methods are cases in point. The 
former may be characterized by the fact that contestants are used as 
components in models studied by simulation techniques. The latter may 
be characterized by the fact that probability models are studied by 
simulation techniques. 

Various uses of simulation are described in Section I of this paper. 
Models and model building are discussed in Section II, and Section 
III presents various means by which complex, large-scale systems, 
such as economies, can be simulated.’ Section IV describes a concrete 
Sta of simulation of a demographic model of the United States. 


I. Uses of Simulation 


Pre-1950 Uses. Simulation is an ancient approach to the study and 
use of models and probably antedates recorded history. However, its 


* Anyone who has read the excellent article [6] by Cohen and Cyert will recognize that 
this paragraph takes some issue with the manner in which they classify models. Never- 
theless, at a more substantive level the author of this paper is in nearly complete agree- 
ment with the views they express about the implications of modern computers for model 
building. 

* The literature on simulation and related subjects is extensive. A bibliography of this 
literature has been prepared by Martin Shubik [17]. 
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use by economists or by other social scientists has been quite limited. 
Early uses of a simulation approach primarily involved experimenting 
with models given a physical embodiment. Perhaps the limited use of 
simulation techniques by early economists may be accounted for on the 
basis that appropriate models of social phenomena are not easily given 
simple physical embodiments. 

Irving Fisher’s celebrated hydraulic model [8] furnishes one ex- 
ample of an early use of simulation as a device for teaching and assist- 
ing understanding. At a conceptual level, at least, Wicksell’s rocking- 
horse analogy [23] and Aftalion’s furnace analogy [2] are two other 
similar examples. 

Yule in his classic work on spurious correlation between time series 
[25] used a simulation approach to determine the features of a sam- 
pling distribution of correlations between generated time series. In 
doing this he was using simulation techniques in a way that would now 
be referred to as a Monte Carlo approach. Slutsky’s use of simulation 
techniques in his highly suggestive study on the quasicyclical behavior 
of economic time series [18] furnishes a somewhat similar example. 
Orcutt, James, and Cochrane [5] [14] [15] also made extensive use 
of this approach to determine sampling distributions of estimators of 
parameters in models containing autocorrelated time series, autocor- 
related errors, and simultaneous equations. 

Edward Chamberlin’s classroom simulation of a market [3] is an 
example of use of simulation techniques in an application that now, 
perhaps, would be referred to as gaming. 

Use in Training. The use of simulation in training drivers, pilots, and 
rocket passengers is well known. War games and business games also 
are used as training devices. In each case the trainee is able to get some 
feel of what he would experience in the real situation and some indi- 
cation of the likely outcome of various actions and responses on his 
part. In each of these uses the value lies in being able to carry out 
training in a less expensive or less dangerous way. Perhaps economic 
policy-makers also should first try their skill on a model of the 
economy. 

Design. Experimentation with models of aircraft in a wind tunnel 
illustrates the case in which simulation may be useful in choosing be- 
tween alternative designs. In this case, experimentation on a given 
model may consist of varying the air stream impinging on the model; 
introduction of turbulence into the air stream; operation of the rudder 
and other controls on the model; and so forth. The behavior of the 
model airplane with respect to drag, stability, and response are ob- 
served. It is hoped that the model responds to the experimentation in 
the same way that the plane modeled would respond. If such is the 
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case, then this sort of simulation indicates how various designs would 
work in practice. Such simulation doesn’t eliminate the need for test 
pilots and experimental aircraft, but it does reduce the number of false 
tries with real aircraft and pilots. 

System Control. Models of electric power systems are sometimes 
used for similar purposes. Alternative policies, with regard to where 
power is to be generated at various times, can be tried out on a model. 
The effect of such policies on the model are then observed. Differences 
in expected costs, as between producing power at one generating sta- 
tion or another or with some combination, might be computed and this 
information might be used as a guide in choosing between alternative 
policies in dealing with a real electrical system. The value of such simu- 
lation studies lies partly in the fact that it is considerably cheaper to 
experiment on a model than on a real electric power system. Also, such 
simulation may be of value in indicating that certain stabilization poli- 
cies would wreck part of the system while other policies would success- 
fully stabilize it. It is, of course, more satisfactory to find this out while 
experimenting with a model than when experimenting with the real 
thing. 

If it is desirable to carry out simulation studies relating to the opera- 
tions of an electric generating system, it is even more desirable first to 
employ a model to try out alternative policies aimed at modification, 
stabilization, or growth of an economy. Governmental policies should be 
chosen on the basis of their fruit, but it would be more prudent to sam- 
ple their fruit before trying them out on a real economy. Experiment- 
ing on a model of an economy is a way of doing this. 

A model which embodies the essential features of an economic sys- 
tem, whether developed in terms of micro-components or developed in 
terms of aggregative components, could be used for a variety of policy- 
making purposes. If government policy-makers are considering al- 
ternative tax laws, alternative open-market policies, alternative spend- 
ing policies, or alternative stabilization policies, they ought to know 
what kind of consequences would follow from each of these policies. 
Thus, if an adequate representation of the economic system were avail- 
able, alternative tax policies could be tried out upon it. By using such 
a model to generate the behavior that would follow from each tax 
policy, a base would be provided for inferences concerning the yields 
and relative effects of applying each of these different policies to the 
real economy. If the model of the economic system used were suffi- 
ciently accurate, this would be of enormous value. Obviously, however, 
if the representation of the way in which the components of the real 
economy respond and interact were incorrect, such simulation studies 
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would in all probability yield incorrect predictions about the conse- 
quences of the tax laws under consideration. 

Forecasting. In the above example predictions were being made 
about the consequences of alternative policies. In forecasting, uncondi- 
tional predictions of what is going to happen next month, or six months 
from now, or next year, are sought. For purposes of policy formula- 
tion, the objective is to discover what kind of a situation to prepare for. 
Is there likely to be more unemployment or less unemployment six 
months from now? Are prices going to continue to rise or fall? A model 
could be used for this purpose by specifying the appropriate initial con- 
ditions and the values of exogenous variables, running the model, and 
observing the values it predicts for the relevant output variables. 


II. Models and Model Building 


A model of something is a representation of it designed to incorpo- 
rate those features deemed to be significant for one or more specific 
purposes. In some cases such features are directly observable. Thus 
maps are models of geographic areas and they incorporate spatial, 
topological features of the areas represented. In other cases models in- 
corporate more subtle features such as how the thing modeled responds 
to stimuli or otherwise behaves. Models of atoms, of airplanes used in 
wind tunnels, of rocketship cockpits and controls, and of electric gen- 
erating and distributing systems are examples of this second type. For 
most purposes, it is unimportant whether models superficially look like 
the thing modeled. For example, no one cares if a model of an electric 
generating and distributing system looks like a sized-down physical 
replica. What is important is that the responses of the model to changes 
in load, failure of components, and so on, be similar to those of the real 
system. Whether a model is a physical representation, or expressed in 
ordinary prose, or described by pictorial geometry, or set forth in the 
language of formal mathematics, or presented as a computer program 
is, again, mainly a matter of feasibility and convenience. Some con- 
cepts may be described and worked with more easily in one language 
than in another and some languages may be comprehensible to differ- 
ent or to wider audiences than others. Simulation studies often involve 
extensive computations and these may call for use of high-speed com- 
puters. If it is known in advance that a model is to be used in simula- 
tion studies, it should if possible be developed in terms of a computer 
language, thereby avoiding a later need to encounter the difficult task 
of translation. However, there are times when, to facilitate taking ad- 
vantage of available multivariate statistical techniques used in estimation 
and testing, it may be more convenient first to develop the model to be 
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simulated in the language of formal mathematics. Then the model may 
be translated into computer language to take advantage of high-speed 
computers in carrying out the simulation studies. 

Elements of Models. Components, variables, and relations are the 
elements of models of economic systems, and the alternative choices 
open to model-builders have to do with these elements. 

Major types of components used in models of economic systems in- 
clude major sectors such as the household, business, and government 
sectors; major categories of goods such as consumer durables; indus- 
tries; and micro-units such as individuals, families, firms, plants, spe- 
cific markets, and specific goods. Examples of models using major 
sectors as components would include those constructed by Tinbergen 
[21], Colin Clark [4], Klein [9] [10] and Klein and Goldberger 
[11], Duesenberry, Eckstein, and Fromm [7], and Smithies [19], to 
name only a few. Several of these models have been at least partially 
analyzed by use of simulation techniques. The study by Duesenberry, 
Eckstein, and Fromm and one by I. Adelman and F, Adelman [1] are 
two good examples of analyses based on simulation studies. Models of 
economic systems using industries as basic components are associated 
primarily with the work of Leontief [12] [13] and his former students 
and associates. Models of economies built in terms of micro-compo- 
nents are still in a formative stage and for more information about such 
models the reader is referred to a forthcoming book by Orcutt, Green- 
berger, Korbel, and Rivlin [16]. 

Simulation techniques either have been or could be used in studying 
and using any of the above types of models. With the simpler aggrega- 
tive national income type of model, a simulation approach may be less 
appropriate than a purely deductive mathematical approach. In the 
case of static Leontief models the use of large-scale computers is called 
for, but matrix inversion methods have been extensively used rather 
than simulation techniques. More sophisticated aggregative models, 
large dynamic Leontief models, and micro-analytic models are proba- 
bly all more amenable to handling by simulation techniques than by 
any other known method. In fact it is only since the revolution in com- 
puting technology that micro-analytic models can be considered 
practical. 

Variables in a model relate in one way or another to the com- 
ponents of the model. It is convenient to classify variables into three 
broad categories: output variables, staius variables, and input varia- 
bles. 

An output of a component is anything which issues from or is gen- 
erated by the component. Possible outputs of an individual would in- 
clude entering the labor force, marriage, and death. Married couples 
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may have children and get divorced. Outputs of families would include 
expenditures and acquisition of debts and assets. Firms may hire labor, 
place orders, set prices, and generate various other outputs. Output 
variables are variables which describe outputs. 

A component’s status variables are variables which describe the state 
of the component. The values of these variables at the beginning of a 
time period are available for use in generating the component’s be- 
havior during the period, and the output of the component during the 
period may alter the values of the status variables that describe the 
state of the component at the start of the following period. For ex- 
ample, the status variables of an individual might include his age, sex, 
marital status, education, and previous incomes; the status variables 
of a firm might include its inventories, previous sales, balance sheet 
variables, and even anticipated sales. 

A component’s input variables as well as its status variables are 
used in generating its behavior. But whereas status variables are in- 
ternal to the component and describe its state at a point of time, input 
variables arise outside of the component and must be fed into it. It is 
these variables which are used to describe the unfolding impact of the 
external environment on the component. Inputs may thus include the 
weather, time, and outputs of other components such as orders and in- 
come payments. 

In addition to components, and the variables relating to the com- 
ponents, a model of an economy also must contain relationships if it is 
to generate behavior. Relationships specify how the values of different 
variables in the model are related to each other or how they are other- 
wise generated. Relationships are of two broad types: identities and 
operating characteristics. Identities are accounting or tautological 
statements which may be introduced for convenience. Thus, total sales 
of a product are set equal to total purchases of the product, total assets 
of a firm are set equal to total liabilities and equity, and so on. 

An operating characteristic is a relationship specific to a given 
component which specifies either an hypothesis or an assumption about 
how output variables of the component are related to its status and 
input variables. One example of an operating characteristic of a family 
might be a demand relationship. In this case the output variable might 
be the monthly expenditure on clothing. Status variables that might be 
used in the operating characteristic generating this variable would in- 
clude age of head, marital status of head, number of children, asset and 
debt position of the family, and previous incomes. Input variables that 
could be used in determining the demand for clothing of this compo- 
nent would include its current income, price information, and weather 
information. 
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By specifying how components in a model are to respond to input 
variables and to status variables, operating characteristics embody 
much of whatever knowledge is made use of in a model. It is primarily 
upon them, and the initial distribution assigned to status variables, that 
any predictive use of a model must depend. It also is worth observing 
that, whereas components and variables may be directly observed in a 
real economy, operating characteristics must be inferred from inductive 
studies. 

Modern Tools. Some of the knowledge needed to specify operating 
characteristics appropriately may be derived from planned experimen- 
tation. However, in view of obvious difficulties, it seems clear that ex- 
tensive use must be made of the innumerable unplanned “experiments” 
conducted by actual economies. Hypotheses must be formulated; data 
appropriate for testing must be collected and evaluated; hypotheses 
must then be modified or new hypotheses introduced; new data must 
be collected and so on. To facilitate this continual process of hypothesis 
formulation and testing, which typifies all scientific research, requires 
data collection instruments which are highly responsive to changing 
research needs. Sample surveys have become an indispensable part of 
this process in economic research. The rapid development and imple- 
mentation of sample-survey methods complements the revolution in 
computer technology and has far-reaching consequences for model 
building. 

Multivariate statistical tools of analysis are a third modern develop- 
ment of great importance to successful model building but will be 
passed over without further comment in this paper. 

Role of Simulation. Simulation techniques and studies may be useful 
in the specification of operating characteristics, in the following ways: 

1. Simulation techniques make possible the effective study of 
models containing large numbers of components, variables and rela- 
tionships of almost any desired form. They more completely free re- 
search workers to be guided by considerations relating to adequacy of 
representation. 

2. Simulation techniques make it feasible to carry out sensitivity 
analyses on a model. The model can be run many times with the value 
of one or more parameters being altered between runs. The resulting 
variations in time paths of endogenous variables can be observed, and 
related to the corresponding alterations of parameters. After finding 
out how sensitive these results are to specific differences in the size of 
parameters, the investigator is in a much better position to decide 
where to apply additional research effort in parameter estimation. 

3. Simulation techniques permit specific implications of models to 
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be determined. By so doing they make it possible to carry out testing 
at various levels of aggregation, ranging from the level of individual 
components up to the level of highly aggregative phenomena such as 
national income. This is extremely important because achievement of 
more adequate testing is one of the most serious problems facing model 
builders. 

4. Simulation, or closely related Monte Carlo studies, can be useful 
in supplementing or extending modern multivariate statistical techni- 
ques of estimating parameters in operating characteristics. In effect 
these techniques enable operating characteristics to be fitted to bodies 
of data by systematic trial-and-error procedures. This may become of 
greatest importance when dealing with various kinds of nonlinear rela- 
tionships for which other methods of estimation are either unknown or 
too costly. 

Simulation studies can also be used to improve our knowledge about 
how existing statistical techniques work in the face of specification 
errors of various sorts. The very interesting studies of Summers [20] 
illustrates this type of use. 


III. Computer Simulation of Complex, Large-Scale Systems 
Economic systems are complex organizations involving the behavior 


of hundreds of millions of complicated decision units and their inter- 
action. Models involving hundreds of millions of components can be 
conceived of but their construction and use pose problems that appear 
insuperable both from the standpoint of completely specifying such 
models and from that of studying and using them if they could be 
constructed. There are, however, various means by which satisfactory 
computer simulation of large-scale systems can be made feasible. Many 
of these are discussed in detail by Orcutt, Greenberger, Korbel and 
Rivlin [16], but some of the more important means are as follows: 

1. Building-Biock Approach. One rather simple but essential pro- 
cedure is that of using a building-block approach. Construction of a 
large-scale model and of a large-scale computer program requires an 
extended effort over time by many individuals with many skills. Ex- 
tensive testing of individual pieces must be carried out before the pieces 
are assembled, and even after they have been assembled, it frequently 
may be necessary to modify some pieces. Also in finding and in elimi- 
nating the errors in a large and complex computer program it is im- 
portant to be able to do it piece by piece. And even after it is assembled, 
it frequently may be desirable to alter a particular operating charac- 
teristic, or parameter, or the initial composition of components and 
their status variables. For these reasons it is highly useful to take the 
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individual components of a model as building blocks and construct 
them and the over-all model so that they are like the fully plugable 
components of a modern piece of electronic equipment. 

2. Use of Block-Recursive Models. Given that a building-block ap- 
proach is to be used in constructing and simulating a large-scale model 
on a computer, it is of considerable practical importance that the model 
be block-recursive, at least in its broad outlines. If it is assumed for 
purposes of illustration that individual families are treated as blocks, 
then in order for a model to be block-recursive it is necessary, for ex- 
ample, that a family’s expenditures on clothing during a month should 
not have such an immediate chain of consequences as both to alter in- 
come payments to the family and also thereby alter the family’s ex- 
penditure on clothing during the same month. This is thus a much less 
restrictive requirement than that of full recursiveness. Wold makes an 
impressive case for the use of recursive models [24] and all of Tin- 
bergen’s models have this property. Models of Klein, however, must be 
put in a reduced form before they have this property. Whether or not 
a real economy can be adequately represented by a block-recursive 
model depends upon the choice of blocks and how short time lags can 
be without being represented as zero time lags. Given flexibility in 
choice of blocks and the use of very short time lags where appropriate, 
it is difficult to see how the requirement of block-recursiveness places 
any serious limitations on the model builder. The advantage of work- 
ing with models which are block-recursive is that digital computers 
now available all perform their operations in a sequential fashion. This 
doesn’t prevent solving sets of reasonably small numbers of linear 
simultaneous equations. It does make extremely difficult or impossible 
the handling of large numbers of nonlinear simultaneous equations. 
Use of block-recursive models does limit any given set of simultaneous 
equations to those needed in generating the output of a single block and 
thus greatly facilitates computer simulation with computing equipment 
that is or will be available within the next few years. 

3. Replication of Components. Given a building-block approach, 
another major method of facilitating the design and cemputer simula- 
tion of large-scale complex models is to replicate components. This 
means that while large numbers of components may be used in a model 
these components are restricted to a relatively small number of major 
types. Components of the same major type will have identical operating 
characteristics but may, of course, have different series of values for 
their status variables and different series of values for their input 
variables. The advantages of this kind of replication in terms of saving 
labor in developing and programing a model are obvious and important. 
There are, however, deeper and more subtle advantages to such repli- 
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cation that relate to estimation and testing of the operating character- 
istics of the basic components. A full discussion of these is beyond the 
scope of this paper, but it may be pointed out that replication has 
essentially the same importance for learning about the behavior and re- 
sponse mechanism of components that it has for experimental design in 
general. 

4. Treatment of Model as a Probability Sample. A fourth basic 
method for achieving effective computer simulation of models that, 
conceptually at least, involve millions of micro-components, is to re- 
gard the components used in computer simulations as probability 
samples of the components in more extensive conceptual models of eco- 
nomic systems. This can reduce the number of components actually 
handled in a computer simulation to something less than the hundred 
thousand or so that are manageable with computers now available. The 
results obtained from the computer models may then be appropriately 
blown up in the same way that results obtained by sample surveys are 
blown up to yield figures appropriate for the populations sampled. 


IV. Computer Simulation of a Demographic Model—An Example 


As one step in demonstrating the feasibility and potential usefulness 
of simulation techniques in connection with the development and use of 
models of economies built in terms of micro-components, Orcutt, 
Greenberger, Korbel, and Rivlin [16] constructed and carried out 
computer simulations of a demographic model of the United States 
household sector. 

The basic components of the model are individuals and combina- 
tions of individuals such as married couples and families. The family 
units form, grow, diminish, and dissolve as married couples have chil- 
dren and get divorced and individuals age, marry, and die. These out- 
puts of the basic components in a given month depend on the status 
variables that characterize each component as of the beginning of the 
month and on the inputs into each component during the month. The 
operating characteristics, which serve to relate outputs of components 
to input and status variables, are stochastic in nature; i.e., it is the prob- 
abilities of occurrence of certain outputs rather than the outputs them- 
selves which are regarded as functions of input and status variables. 
For example, the probability that a woman will give birth to a child 
during a given month was estimated, on the basis of available data, to 
depend on a nonlinear, multivariate function of her marital status, age, 
number of previous births, interval since previous birth or since mar- 
riage, month, and year. The model is recursive in that the probabilities 
determined for the possible outputs of each component in any period 
depend only on previously determined input and status variables. 


| 


904 THE AMERICAN ECONOMIC REVIEW 


Solution of the model was achieved by simulation on a large elec- 
tronic computer. An initial population of over 10,000 individuals was 
made to be representative of the United States population as of April 
1950 by appropriate assignment to these individuals or to groupings of 
these individuals of sex, race, age, marital status, parity, interval since 
marriage or previous birth, and family composition. Assignment of 
these status variables was based on information contained in tabula- 
tions of the Bureau of the Census and in various sample surveys 
carried out by the Survey Research Center of the University of Michi- 
gan for the Federal Reserve Board and for a family-planning study by 
Ronald Freedman, Pascal Whelpton and Arthur Campbell. 

The simulations carried out proceeded in one-month steps. Data 
relating to specific individuals and families were stored on magnetic 
tape. Operating characteristics, summary information and variables 
nonspecific to micro-components were stored in high-speed care storage. 
In each “month” the members of each family were considered in turn. 
For each possible output of each component a probability of occurrence 
was specified by use of the relevant operating characteristic and the 
appropriate status and input variables. Whether the output occurred 
or not was then determined by a random drawing from this probability 
distribution. For example, if the probability that a male with a par- 
ticular initial status will die during the month was calculated to be 
0.0002, then, in essence, a random drawing was made from a bag con- 
taining two black balls for every 9,998 white balls. The man either 
died and was eliminated from the population (and from his family) or 
he lived through the month depending on the outcome of the draw. In 
practice, however, random numbers generated by the computing ma- 
chine provided a less cumbersome method of making the random draw- 
ings than balls in a bag. 

When each possible output for each unit had been considered in this 
way, the first “pass” or month was complete. The whole procedure 
was then repeated for the second month and as many more as desired. 
Each succeeding month was begun with a population of components 
which was slightly different both in size and composition from the 
preceding one, since some individuals had died or married, some 
couples had divorced, some babies had been born and all surviving 
individuals were one month older. 

Several simulation runs covering part or all of the interval from 
April 1950 to April 1960 were carried out using operating character- 
istics estimated on the basis of data from available sources. Simulation 
runs, involving systematic variations in critical operating character- 
istics, also were carried out. 

As each simulation run was carried out the computer was used to 
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summarize the micro-changes taking place and to feed out aggregative 
monthly information about births, deaths, marriages and divorces. At 
selected intervals cross-sectional tabulations of the developing popula- 
tions also were produced by the computer. The aggregative time series 
and frequency distributions produced in this way were then blown up 
to provide estimates relating to the real population and where appropri- 
ate these estimates were compared with available aggregative data 
about the United States population and its composition. 

The use of simulation techniques by the authors of this demographic 
study does not, of course, offer any guarantee in itself that they have 
produced an acceptable and useful population model. However, by 
producing a feasible means of solution it permitted them to introduce a 
variety of interactions, variables, nonlinearities and stochastic con- 
siderations into their model which they otherwise would have been 
forced to leave out despite strong evidence of their importance. In 
addition, by providing a means of solution it made possible comparison 
of generated results with observed time series and cross sectional data 
and thus permitted testing of a sort that would not otherwise have been 
possible. 


V. Concluding Remarks 


A simulation approach to the study and use of models is more easily 
understood and mastered by nonmathematicians than more conven- 
tional mathematical techniques. This aspect of a simulation approach 
has made it attractive to many research workers and might be expected 
to have a particular significance for social scientists as well as for busi- 
ness men and government officials. 

From the revolution in computing technology of the last one or two 
decades, the simulation approach has emerged, as a practical means of 
studying and using more nearly realistic models of economic systems. 
In fact it is the only known approach to the satisfactory study and use 
of any of the existing dynamic models of economic systems for which 
any pretense of realism can be claimed. No one can say with certainty 
that purely deductive mathematical techniques could not be developed 
to do the required job. However, given the rapid development of survey 
research techniques and other improved means of data collection about 
micro-units, and given the rapid development of multivariate statistical 
techniques of estimating nonlinear relationships, it seems obvious that 
future models of economic systems will be much less amenable to con- 
ventional mathematical analysis than models previously developed. 
Therefore, a simulation approach to the study and use of models of eco- 
nomic systems has become essential and probably will continue to be 
for a long time. 
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It seems reasonably clear to this author that, during the next decade 
at least, simulation studies of large complex economic systems will be 
carried out most effectively on extremely fast digital computers. How- 
ever, analogue computers have some advantages and some adherents, 
and the interested reader would benefit by studying the work of 
Tustin [22]. 


REFERENCES 


. L. ApetMAN AND F, Apetman, “The Dynamic Properties of the Klein- 
Goldberger Model,” Econometrica, Oct. 1959, 27, 596-625. 

. A. Arration, “La realité des surproductions générales,” Rev. Econ. Pol., 
1909, pp. 209-10, referred to in A. Hansen, Business Cycles and National 
Income, New York 1951, p. 356. 

. E. H. Cuampertin, “An Experimental Imperfect Market,” Jour. Pol. 
Econ., Apr. 1948, 56, 95-108. 

. C. Crarx, “A System of Equations Explaining the U. S. Trade Cycle 
1921-41,” Econometrica, Apr. 1949, 17, 93-124. 

. D. Cocurane anp G. Orcutt, “A Sampling Study of the Merits of 
Autoregressive and Reduced Form Transformations in Regression Analy- 
sis,” Jour. Am. Stat. Assoc., Sept. 1949, 44, 356-72. 

. K. Comen anp R. Cyert, Computer Models in Dynamic Economics. 
Carnegie Inst. of Tech. Behavioral Theory of the Firm Working Paper 
No, 20, Pittsburgh 1960. 

. J. Duesenperry, O. EcksTern, anp G. Fromm, “Stability and Instability 
in the American Economy,” mimeo. paper prepared for Social Science 
Research Council Conference on Economic Stability, 1958. 

. L. Fisner, Mathematical Investigations in the Theory of Value and 
Prices. New Haven 1925 (first published in 1892), p. 44, quoted in N. F. 
Morehouse, R. H. Strotz, and S. J. Horwitz, “An Electro-Analog Method 
for Investigating Problems in Economic Dynamics: Inventory Oscilla- 
tions,” Econometrica, Oct. 1950, 18, 313-28. 

. L. Kiem, “The Use of Econometric Models as a Guide to Economic 
Policy,” Econometrica, Apr. 1947, 15, 111-51. 

.-———-, Economic Fluctuations in the United States 1921-41, Cowles 
Commission Monogr. 11. London 1950. 

AND A. GotpBercer, An Econometric Model of the United States, 
1929-1952. Amsterdam 1955. 

. W. Leontrer, The Structure of the American Economy. 2nd ed. Cam- 
bridge, Mass., 1951. 

.——., “Static and Dynamic Theory,” Studies in the Structure of the 
American Economy. New York 1953. 

. G. Orcutt, “A Study of the Autoregressive Nature of the Time Series 
Used for Tinbergen’s Model of the Economic System of the United States, 
1919-1932,” Jour. Royal Stat. Soc., Ser. B, 1948, 10, 1-53. 

AnD S. James, “Testing the Significance of Correlation Between 
Time Series,” Biometrika, Dec. 1948, 35, 397-413. 


{ 
| 
1 
2 
3 
4 
5 
1 
‘ 
1 
1: 
1 
1 
e 


16. 
17. 
18. 
19. 


20. 


21. 
22. 


23. 


24. 


25. 


ORCUTT: SIMULATION OF ECONOMIC SYSTEMS 907 


———., M. Greensercer, J. Koxser, and A. Riviin, Microanalysis Of 
Socioeconomic Systems: A Simulation Study. Harper 1961 (forthcoming). 
M. Suustx, “Bibliography on Simulation, Gaming and Allied Topics,” 
Jour. Am. Stat. Assoc., Dec. 1960, 55, (forthcoming). 

E. Stutsxy, “The Summation of Random Causes as the Source of 
Cyclic Processes,” Econometrica, 1937, 5, 105-46. 

A. Smitures, “Economic Fluctuations and Growth,” Econometrica, Jan. 
1957, 25, 1-52. 

R. Summers, “A Capital-Intensive Approach to the Small-Sample Prop- 
erties of Various Simultaneous Equation Estimators,” abstract in Econo- 
metrica, Apr. 1959, 27, 302-3. 

J. Tuxpercen, Statistical Testing of Business-Cycle Theories, Geneva 
1939. 

A. Tustin, The Mechanism of Economic Systems. Cambridge, Mass. 
1953. 

K. Wicxse tt, “Krisernes Gata,” Statsokon Tidsskrift (1907), pp. 255-86, 
quoted in R. Friscu, “Propagation Problems and Impulse Problems in 
Dynamic Economics,” Economic Essays in Honor of Gustav Cassel, 
London 1933, pp. 171-206. 

H. IN ASSOCIATION L. JureEN, Demand Analysis. New York 
1953. 

G. Yue, “Why Do We Sometimes Get Nonsense Correlations Between 
Time Series?” Jour. Royai Stat. Soc., 1926, 89, 1-64. 


: : 


SIMULATION OF THE INDUSTRY AND THE FIRM 


By Martin SuHusik* 


The high-speed digital computer’ promises to provide the economist 
with means for constructing both the instruments for observation and 
the equipment for experimentation that have been the earmarks of the 
traditional sciences. Used in one way the computer supplies a viewing 
equipment to the economist in a manner analogous to the microscope 
for biologists (however, a great amount of work goes into setting up 
the “specimens” to be observed). Beyond its use as a viewing instru- 
ment, it provides a possibility for the construction and running of ex- 
periments. It has a v > as laboratory apparatus. The various uses of 
the computer are not substitutes for economic analysis or observation. 
They are nevertheless supplements of considerable power. 

Speaking broadly, there are five major areas of new development of 
interest to economists which depend heavily upon the advent of the 
computer. They are: (1) data-processing; (2) analytical methods; 
(3) simulation; (4) gaming; and (5) artificial intelligence. This paper 
deals primarily with the third of these, simulation, although there is a 
considerable interlinkage between the techniques in all categories; and 
the last two are sometimes treated as specialized types of simulation. 

Data-Processing. In data-processing the important features of the 
new technology are the speed of operation and the ability to record, 
store and analyze quantities of raw data whose mere volume in most 
forms presents not only processing but even storage problems. The 
current generation of large computers performs an addition in under 
5 millionths of a second.* New methods of storing information make it | 
possible to keep a million “bits”® on a piece of plastic an inch square. 
It has become possible to examine mass census data in many different 


* The author, on leave from Operations Research and Synthesis Consulting Service, Gen- 
eral Electric Company, is visiting professor at Yale University in the current academic 
year. 

* Possibly there will be a growing use for analogue computers; however, to date almost 
all the new applications of computer technology to economic problems have utilized digi- 
tal computers. 

* For instance, the IBM 7090 performs an addition in 4.8 micro-seconds. 

*A bit is the unit in which information is measured. It is the amount of information 
required to distinguish between two possibilities. For example, yes or no, or equivalently 
1 or 0, contain one bit of information. 
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aggregations and disaggregations. Furthermore, the investigation of 
economic models which previously called for many months of labor in 
carrying out statistical computations such as correlation can be carried 
out in a matter of days, even if all of the work in setting up the material 
for computation is included. Only a few hours may be needed for the 
actual computation. “Canned programs’* are already sufficiently 
numerous and available that technological unemployment is in sight 
for those wishing to write the type of master’s thesis depending pri- 
marily upon tedious data-gathering and lengthy routine computations. 
More economic thought may be required as the data-processing times 
and difficulties decrease. 

Analytical Methods. One of the main criticisms of economists using 
mathematical models has been that their models have tended to be 
“unrealistic.” In many instances considerations of the economics in- 
volved have taxed the mathematics to such an extent that the problems 
have had either to be simplified in an undesirable manner or have not 
been mathematically tractable. The advent of the large computer is re- 
moving many of the limitations of mathematical analysis. Much of the 
work in the utilization of linear and dynamic programming would not 
be feasible without computing-machine assistance. Many problems in 
inventory, production or investment theory, for example, can be con- 
cisely stated but are not solvable by analytical methods. It is now possi- 
ble to utilize numerical methods to obtain answers to many of these 
problems to any degree of accuracy. 

Simulation. In the past few years the word “simulation” has begun 
to make its way into economic literature [24]. The word is old, espe- 
cially in reference to other areas where analogue simulation has been 
used for some time. For example, the air frame industry has utilized 
physical models in wind-tunnel simulations; and for teaching purposes 
an hydraulic model at the London School of Economics has provided 
an analogue simulation of a macroeconomic system for many years. 
This particular model has been excellently illustrated by the English 
cartoonist Emett in Punch of 1953. 

A simulation of a system or an organism is the operation of a model 
or simulator which is a representation of the system or organism. The 
model is amenable to manipulations which would be impossible, too 
expensive or impracticable to perform on the entity it portrays. The 
operation of the model can be studied and, from it, properties concern- 
ing the behavior of the actual system or its subsystems can be inferred. 

The close interrela' onship between simulation, gaming and artifi- 

*A canned program is a program written to perfom a task which may be used many 
times in different problems; for example, a program for multiple correlation. Under such 
arrangements as SHARE whole libraries of programs are becoming available upon request. 
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cial intelligence will be considered in the next section. In the succeeding 
section, contemporary applications of simulation to the industry and 
the firm will be reviewed. 


I, Simulation and Allied Techniques 


Gaming and simulation are often classed together. It is important 
to make clear the distinction between these different methods designed 
for different purposes. 


A. Gaming. 


Gaming has been used as an experimental and training device by the 
military for many years [27]. Its use as an experimental tool for 
studying microeconomic behavior is recent. In a gaming experiment a 
model of an environment is provided. In other words, a simulated uni- 
verse is constructed. In the military the simulated universe may be a 
sand table or a maneuver area; in a business game it may be a simu- 
lated oligopolistic market structure; in a small group behavior experi- 
ment it may be a specialized communications network. Players or 
decision-makers act within the simulated environment, and the ex- 
perimenter, by observing them, may be able to test hypotheses con- 
cerning the behavior of the individuals and/or the decision system as 
a whole. 

A distinction of interest to economists may be made between business 
games or “environment rich games” and more strictly controlled ex- 
perimental games. For example, the recent work of Siegel and Fouraker 
[26] is of the latter variety. The many business games, almost all of 
them using a simulated structure of an oligopolistic market, provide 
examples of the former [14] [16]. 


B. Simulation. 

In a simulation, either the behavior of a system or the behavior of 
individual components is taken as given. Information concerning the 
behavior of one or the other is inferred as a result of the simulation. 
Hence one distinction between gaming and simulation is that, although 
it is usually likely that a simulation will not include any human de- 
cision-makers (but merely the decision rules for their behavior), a 
gaming exercise or experiment will always include decision-makers 
whose behavior is to be influenced or studied. 

The variety of problems explored by means of simulation has called 
for the development of specialized techniques. Most simulations em- 
ploy only a high-speed digital or analogue computer. Those of interest 
to economists belong almost completely to the former type. There is, 
however, important work involving simulation utilizing both men and 
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computing machines. Furthermore, problems in physics and engineer- 
ing have utilized a statistical device known as the “Monte Carlo 
method.” There is a highly specialized technical literature on this [20] 
(21]. As this is not of prime concern to the economist no further dis- 
cussion of the Monte Carlo method is given here. 

Man-Machine Simulations. This category consists of simulations 
which use both men and computing machines simultaneously, but are 
not necessarily concerned with the problems involved in gaming. The 
Ranp Logistics Laboratory provides an example of this type of work 
[11]. Here a complete logistics system is being simulated in order to 
study the effects of different changes in policies and initial conditions 
on the over-all performance of the system, Many individuals partici- 
pate in the actual simulation, not primarily to be trained or experi- 
mented with as individuals, but because the cheapest effective simu- 
lator of the individual who is in control of the ordering of spare parts 
for an air defense system may be the individual who is in control of 
ordering spare parts for an air defense system. 

With respect to purpose, a distinction can be made between two 
kinds of simulation of interest to economists, although the two cate- 
gories are not altogether well defined. Suggestive names are operations 
research or tactical simulation and exploratory or strategic simulation. 
In addition, a third technique which concerns the simulation of cogni- 
tive processes deals with areas which Marvin Minsky [22] and John 
McCarthy have called artificial intelligence. This topic is developed by 
Clarkson and Simon in a companion article. A brief further reference 
is, however, made below in this Section. 

The distinction between the first two is between simulation used as a 
device to compare the results of alternative decision rules within rela- 
tively well-defined structures and simulation used primarily as a device 
to aid in the exploration of the behavioral properties and the validity 
of relatively ill-defined models. This is not a totally happy distinction; 
however, examples may serve to clarify. 

Tactical Simulation. Under this category much of the work in the 
general area of applied microeconomics, known as operations research, 
has taken place. This has included traffic scheduling [17], waiting- 
line problems [4] and investigations of production scheduling [15]. 
In these instances it has been relatively easy to describe the physical 
model to be simulated. The validation problem, which is at the heart of 
the use of simulation as an aid to exploring the relatively ill-defined 
models of the economic system, does not present a critical barrier to 
the more “tactical” operations-research utilization of simulation. 

Exploratory or Strategic Simulation. This category has to date in- 
cluded the work of Orcutt [23] and collaborators on some aspects of 
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the whole economy, Hoggatt and Balderston [13], Kalman Cohen [5], 
Joseph Yance [28], Cyert, Feigenbaum and March [7], Jay Forrester 
[10], Benjamin Bryton and Martin Shubik [25], and others working at 
the levels of the industry or the firm and part of its immediate environ- 
ment. There has also been military work, typified by that of RANp, 
which has already been noted, and there apparently exists a classified 
literature whose worth cannot be ascertained. 


C. Artificial Intelligence. 


The advent of the theory of games* helped to clarify much of the 
vagueness obscuring the analysis of decision processes. In particular 
it provided a unifying mechanism with which to view the “reaction 
curves” and conjectured behavior assumptions which had been used 
by economists as an aid in the study of oligopoly. One immediate re- 
sult of the game theoretic formulation of a decision process in extensive 
form [18] was that it highlighted the paradox concerning rational be- 
havior and complete information; thus theories of rational behavior 
often assume complete information (such as detailed knowledge of 
preferences portrayed by an indifference map; or knowledge of many 
production alternatives). Even if information concerning all alterna- 
tives were available, in general no “rational” decision-maker has a long 
enough life to look at all of them. A theory of rational decision-making 
must show how the decision-maker avoids having to deal with too much 
information. 

There are too many possibilities in even the simple game of chess to 
permit a complete exploration of the alternatives by the most powerful 
computer of the present day working full time for many millions of 
years. Yet many people play a relatively good game of chess without 
this search through all possibilities. The growth of work in learning 
theory [3] combined with the realization of the impossibility of total 
search through all the alternatives implied by a game theory model has 
led to the investigation of “heuristic programming” and artificial in- 
telligence models. These, in turn, bear relation to the study of indus- 
tries and oligopolistic market structures if the manifestations of the 
behavior of the firm are considered in terms of “game learning” proc- 
esses under conditions of uncertainty. 


Il. Simulation of an Industry or Firm 


: ‘The actual and potential contributions of work on the simulation of 
the firm can be categorized as fourfold: (1) Simulation provides a 
new econometric device to produce models based on empirical investi- 


* For a lucid exposition of the basic ideas of game theory see [18]. 
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gation. (2) It serves as a computational aid and alternative to analysis 
in theory construction. (3) It may be used as a data-organizing device. 
(4) It may serve as a tool for anticipation and planning. The first two 
categories are of more interest to the theorist or academic economist, 
while the last two are more the concern of the economist or operations 
researcher in industry, government or other applied areas. 

The mass of institutional detail which can be handled by a computer 
makes it possible to construct detailed micro-models of large systems, 
such as an industry. The time-series output of the simulation of these 
models provides alternative predictions to those derived by utilizing a 
set of structural equations estimated by econometric methods. Joint 
investigation of economic systems employing both methods offers a po- 
tential interlink between macro- and microeconomics. 

Relatively casual empiricism (casual in a nonpejorative sense) has 
been the earmark of the work of many economic theorists. This is con- 
sistent with the use of intuition and the need for broad general search- 
ing and “scanning” prior to the construction of models whose testing 
may lead to new theory. Especially with conjectures and speculations 
concerning the behavior of the firm or a market, the work involved 
in tracing through the implications of a conjecture may be long and 
tedious or even not possible analytically. Quick small simulations en- 
able the theorist to increase the number of casual conjectures that are 
worth further investigation. Simulation provides an aid to the intuition 
as a preliminary to doing the more extensive work of preparing for 
formal testing of new theory. 

Possibly one of the most valuable contributions of simulation to date 
has been the discipline imposed by the necessity of precisely defining 
for the computer both the problems and questions to be answered. In 
spite of the current work on artificial intelligence the computer operates 
on most programs today in a docile and literal manner with very little 
exhibition of imagination. If it is fed nonsense it usually returns non- 
sense, or if the material is inconsistent or insufficiently defined it stops. 
These features force any utilizer of simulation techniques to have a 
well-defined problem. The discipline called for in making a program 
that will work is rigorous. The value of this is twofold, both in requir- 
ing the checking of models for consistency and completeness and in 
the designing of consistent data-organization processes. 

As an applied tool for the firm the immediate value of simulation is 
probably more in providing a consistent data-organizing medium than 
in providing answers to policy questions for the next few years. Large 
economic organizations are, in general, not short of statistics, docu- 
ments and paperwork. They are, however, invariably short of the sta- 
tistics, documents or paperwork needed by the economist or other re- 
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searcher in the form that will make them of use within his model. 

It is premature at this time to discuss in very much more than horta- 
tory terms the power of current simulators to decide policy questions. 
The first stages towards this possibility, however, are well under way. 
They are the transformations being wrought by new methods of data 
processing, in general, and simulation as a data-organizing device for 
economic models, in particular. 

The advent of the computer has extended the possibilities for ex- 
perimentation and for investigating the behavior of over-all systems 
by means of simulation. The application of empirical and experimental 
methods is slow and tedious. It may take several years before enough 
work can be done and validated for any new, large generalizations to 
be obtained. Even at this time, however, the current investigations 
indicate the value of the method as an exploratory tool, especially in 
its use in approaching situations, whose complexity had hitherto made 
analysis intractable, if not impossible. 

Technological Considerations. The computer provides a tool of a 
degree of sophistication and complexity that makes it necessary for the 
economist to consider explicitly some of the technical problems entailed 
in its use. It is quite probable that well within ten years a basic knowl- 
edge of computers will have joined mathematics and statistics as “lan- 
guage requirements” for advanced degrees in many areas of economics. 
A worth-while discussion of many of the technical aspects of simulation 
is given by R. W. Conway, B. M. Johnson and W. L. Maxwell [6]. 

Although this is not the occasion to go deeply into technical problems, 
there are several of basic interest to those wishing to have even a casual 
acquaintanceship with the use of simulation in specific and of com- 
puters in general. To go from a verbal description of an economic 
process through to a computer simulation, in most instances, may en- 
tail the use of as many as five languages. The verbal description may 
be translated into a mathematical model which, in turn, will give rise to 
flow diagrams from which a computer program will be written in a spe- 
cial language which, in turn, is translated by the machine into the 
actual machine language. It is hypothetically feasible to proceed di- 
rectly from a written description to the machine language, but in prac- 
tice this is generally inadvisable. 

Flow diagramming and special languages, such as FORTRAN [29] are 
relatively easy to learn and are in themselves of considerable value in 
defining models accurately. They are more precise than English and 
more flexible than mathematical notation. One or two days is sufficient 
to obtain a working acquaintanceship with flow diagramming and one 
or two weeks with a special language. 

These techniques may be the most important contribution to the 
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methodology of economics that the computer age has produced. They 
have enlarged the scope of modeling of complex systems by several 
orders of magnitude. Limitations of space do not permit an adequate 
exposition of this important point at this time. 

Fundamentally, a simulation is a type of experimental investigation. 
A simulator can be regarded as laboratory equipment. As such, it can 
be assembled in many ways. Given unlimited time and money, it is no 
doubt true that just about anything can be simulated. However, when 
the economic restraints are considered attention must be paid to the 
costs of flexibility, for the latter is important to the economist inter- 
ested in exploring different decision rules and changes in market struc- 
ture. It is possible to design simulations in a modular manner; that is, 
so that without having to rewrite a complete program, the investigator 
will be able, for example, to substitute a new pricing or forecasting rule 
by merely rewriting a specialized subroutine. Otherwise, the change 
could easily cause lengthy, time-consuming and expensive revisions. 

The past three or four years have seen dramatic changes in com- 
puter languages, speeds and flexibility of operations. For example, the 
existence of special languages has cut down the amount of time re- 
quired to program any problem by a factor conservatively estimated 
at no less than five as compared with two or three years ago. Many of 
the difficulties of today probably will not exist within another three to 
four years. 

Current Work. With respect to the firm as the central element of a 
simulation, current work is of three kinds: (1) simulations concerned 
primarily with the internal mechanisms of a firm; (2) simulations 
dealing with the firm and its relationship to its environment; and 
(3) simulations dealing with industries or aggregations of firms. 

Most of the work has been done within the last two to three years 
and little of it has been published in finished form. Cyert and March 
[8] have begun to investigate the internal organization of a firm, spe- 
cifically a department store, simulating the internal resource allocation 
and pricing behavior. The modeling problems for this type of simula- 
tion are great. Most of the other work at this level of micro-investiga- 
tion has been gaming for research or teaching purposes on the small 
group-organization problems which underlie much of the internal struc- 
ture of the firm. 

Unpublished work by the writer deals primarily with a single firm 
and its relationship to its environment, taking into account some 
aspects of the forecasting, inventory and pricing behavior of the firm, 
its distributors and retailers. The major aims of the program are to 
serve as a data-organizing device by means of which information can 
be gathered and structured in a manner to provide models of sufficient 


916 THE AMERICAN ECONOMIC REVIEW 


worth to be of value in sensitivity analyses of changes in policy, de- 
t cision rules and market structure. A further goal of this particular pro- 
gram is to carry out an investigation of different degrees of aggregation 
for the same economic models and to provide data for testing the 
simultaneous equation estimation procedure developed by R. L. Bas- 
mann [2]. The econometric estimation processes as applied to an in- 
~ dustry and the simulation of an industry provide alternative ap- 
3 ; proaches, the relative merits of which must still be investigated. 
Of the work on the firm and its environment and on models of in- 
dustry as a whole perhaps the “industrial dynamics” project of J. W. 
Forrester [10] is the best known. The published works of this project to 
date, however, appear to be primarily expository and hortatory. The 
- prime contribution appears to have been the construction of a special 
i computer language, DyNAMO, for the writing of simulation and differ- 
ence-equation models. The value of this contribution can only be 
judged on technical modeling, programming and computing time con- 
siderations. Depending upon the previous training of the individual, 
the availability of courses and computer time, a case can be made in 
either direction. With the exception of the work of Yance [28] none of 
the simulations noted in this article have utilized pyNamo. There does 
oy not appear to have been any specifically new contribution to economic 
: thought or methodology in the industrial dynamics project’s published 
works. 

Both Kalman J. Cohen [5] and Joseph V. Yance [28] have pro- 
duced simulations of the aspects of the shoe, leather and hide indus- 
tries. The choice of these industries was due to the excellent informa- 
tion provided by the study of Ruth P. Mack [19]. In each of these 
studies an attempt has been made to compare the model with the actual 

performance of the industries over several years. 

4 In the Cohen model a difference-equation system is set down to 

P represent the aggregate consumer expenditure on shoes, retailers’ be- 
havior including sales anticipations, manufacturers’ behavior, tanners’ 
behavior and hide dealers’ selling prices [5]. The Yance model has 
been described previously in this journal [ 28}. 

Cohen [5] stresses the difference between “one-period change 
models” and “process models.” He claims that “most econometric 
models have been estimated and tested in such a way that they can be 
considerec’ to be one-period change models.’ He contrasts this with 
the process model in which the lagged endogenous variables, after 
initialization, are produced by the system rather than brought in at i; 

each suceessive stage at their observed values. Ia other werd, the 
process model lives with any «rrors made in previous periods, Cahun 


Wier UL any Numan de- 
cision-makers (but merely the decision rules for their behavior); a 
; 


gaming exercise or experiment will always include decision-makers 
whose behavior is to be influenced or studied. 

The variety of problems explored by means of simulation has called 
for the development of specialized techniques. Most simulations em- 
ploy only a high-speed digital or analogue computer. Those of interest 
to economists belong almost completely to the former type. There is, 
however, important work involving simulation utilizing both men and 
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judged on technical modeling, programming and computing time con- 
siderations. Depending upon the previous training of the individual, 
the availability of courses and computer time, a case can be made in 
either direction. With the exception of the work of Yance [28] none of 
the simulations noted in this article have utilized pyNamo. There does 
not appear to have been any specifically new contribution to economic 
thought or methodology in the industrial dynamics project’s published 
works. 

Both Kalman J. Cohen [5] and Joseph V. Yance [28] have pro- 
duced simulations of the aspects of the shoe, leather and hide indus- 
tries. The choice of these industries was due to the excellent informa- 
tion provided by the study of Ruth P. Mack [19]. In each of these 
studies an attempt has been made to compare the model with the actual 
performance of the industries over several years. 

In the Cohen model a difference-equation system is set down to 
represent the aggregate consumer expenditure on shoes, retailers’ be- 
havior including sales anticipations, manufacturers’ behavior, tanners’ 
behavior and hide dealers’ selling prices [5]. The Yance model has 
been described previously in this journal [28]. 

Cohen [5] stresses the difference between “one-period change 
models” and “process models.” He claims that “most econometric 
models have been estimated and tested in such a way that they can be 
considered to be one-period change models.” He contrasts this with 
the process model in which the lagged endogenous variables, after 
initialization, are produced by the system rather than brought in at 
each successive stage at their observed values. In other words, the 
process model lives with any errors made in previous periods. Cohen 
examines both of these types of model. 
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The work of Hoggatt [12] and Balderston and Hoggatt [13] is of 
a somewhat different nature. The interest appears to be more in the 
investigation of the sensitivity of market models as an aid to the con- 
struction of theory. In the Hoggatt paper the concern is with the birth 
and death processes of firms under various conditions of supply, de- 
mand, cost, price, exit and entry conditions. As has been noted by 
Hoggatt, “the most striking feature of these results is the richness in 


| detail of the several dynamic models as related to the model of com- 


| 
| 


parative statistics whose equilibrium point they share” [12]. The num- 
ber of cases and conditions worked out by Hoggatt would have been 
unfeasible without a simulation. 

The joint work of Hoggatt and Balderston has been directed towards 
studying the effect of changes in the structure of the information sys- 
tem and costs of information in a simulation of the West Coast lumber 
industry. This work grew out of the initial investigations by Balder- 
ston [1] of communication networks in intermediate markets. The re- 
sults of interest at this stage are not so much the empirical accuracy 
of the model of a particular lumber industry, as the effects of changes 
in information and other conditions which otherwise could only have 
been obtained by copious and tedious computation, if they could have 
been obtained at all. In their model supplier firms sell to wholesale 
intermediaries who resell to customer firms. Taken into account are 
information, commodity shipments, cash payment flow, and birth and 
death processes for firms at all levels. Messages are paid for and are 
sent for search, ordering or confirmation of orders. The institutional . 
rules for trading are specified. These include the decision rules for 
setting price, quantity and search patterns for trading partners. The 
study examines the relationship between the number of messages and 
costs and explicitly introduces a measure of market segmentation which 
arises from search costs. This serves as a valuable linking of concepts 
of economics and sociology as well as an important attempt to further 
the application of economic analysis to marketing. 


III. Concluding Remarks 


The advent of computers in general and the techniques of simula- 
tion in particular open up possibilities for the growth of a new scientific 
institutional economics. The next few years should see a considerable 
change in data organization and information processes within firms. 
The growth of operations research and management science, much of 
which is applied microeconomics, is bringing this about. Further simu- 
lation studies of the type discussed here promise to provide the way to 
add the richness (in terms of explicit consideration of information 
costs, marketing variables, organizational structure and so forth) 


918 


THE AMERICAN ECONOMIC REVIEW 


needed to obtain adequate theories of the firm, pricing and marke 


structure. The promise is twofold. The new methodology i is 


to offer the opportunity both to construct more complex theories and ty 
validate them. 


1. 


2. 
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SIMULATION OF INDIVIDUAL AND GROUP BEHAVIOR 


By Greorrrey P. E. CLARKSON AND Herpert A. Smmon* 


Simulation is a technique for building theories that reproduce part 
or all of the output of a behaving system. The system can be an aggre. 
gate of behaving units, an entire economy, or a particular unit, a 
human decision-maker. The output can be one aggregated element, 
e.g., that interest rate which clears the money market, or the whol 


host of thoughts, associations, and actions employed by a man while | 


he solves a specified problem. 

This paper, with its companion papers, outline some methods for 
using simulation to study various aspects of an economic system. In 
our paper, we shall place special emphasis on microeconomic simulation 
—especially the simulation of individual economic actors and indéi- 
vidual firms—leaving to Orcutt and Shubik the discussion of larger 
units. In an earlier article, one of us has discussed at length the reasons 
why economists might be interested in analysis of behavior at the level 
of the decision-making process [23], and we shall not repeat these 
reasons here. 

The process of simulation involves constructing a theory, or model, 
of a system that prescribes the system’s processes. These processes can 
refer to macro as well as micro elements and the prescriptive detail re- 
flects the researcher’s knowledge of and interest in particular parts of 
the system. By carrying out the processes postulated in the theory, a 


hypothetical stream of behavior is generated that can be compared 


with the stream of behavior of the original system. 


I. Simulation and Classical Econometric Analysis 


What is new and what is “classical” in simulation can be illustrated 
by a simple market theory of the familiar cobweb type. Consider a 
dynamic model consisting of two equations: 


(1) pb: = 
(2) S(pr-s) 


where p;: is the price during time-period ¢, g: the quantity sold during 
time-period t, D the demand function, and S the supply function. 


* The authors are Ford Foundation fellow and professor of administration, respectively, 
in the Graduate School of Industrial Administration, Carnegie Institute of Technology. 
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Henry Schultz dealt extensively with models like this in The Theory 
and Measurement of Demand [22]. What did he do with them? (a) He 
postulated that the economic relations were of this form. (b) He 
estimated the parameters of the functions D and S from empirical data 
for particular commodities (by regression methods). (c) He tested 
the goodness of fit of the regressions. (d) He compared the qualitative 
properties of the estimated parameters with certain predictions derived 
from utility theory. 

The last point, (d), requires a word of explanation. As is well 
known, under certain additional assumptions, the postulate of con- 
sumer utility maximization implies that the elasticity of demand is 
negative. Hence, if the empirically estimated coefficient of the demand 
function was negative, this would be regarded as confirming the utility 
theory; if positive, as disconfirming. The method implicit in this 
analysis has been systematically developed by Samuelson [21, Ch. 9], 
who calls it the method of comparative statics. 

The methodology of steps (a) through (c) is widely employed in 
econometrics. Cohen and Cyert [8] speak of classical econometrics as 
using “one-period change models,” which they distinguish from the 
“process models” used in simulation. Since the difference lies not in the 
models themselves, but in the ways they are manipulated and tested, we 
prefer to speak of ‘“‘one-period change analysis,” which we shall distin- 
guish from “simulation.” 

Now consider how simulation techniques may be applied to the 
simple market theory we are using for illustration: 

(a) We postulate that the economic relations are of the form given 
by the equations. (b) We estimate the parameters of the functions D 
and S from empirical data for particular commodities (say, by regres- 
sion methods). (c) Taking the given initial quantity, go, by alternate 
applications of equations (1) and (2) we generate time series for p and 
q for the system. We compare these hypothetical time series with the 
actual time series. 

Since the equations of the theory certainly do not hold exactly in the 
real world, it might be supposed that the predicted values of the time 
series would necessarily diverge more and more from the actual values. 
Thus, one-period change analysis, since it sets the estimates back on the 
track each period by comparing them with the actual values, might be 
expected to give better fits than simulation. This would probably be 
the case with our simple illustrative model. It need not hold for more 
sophisticated models—in particular, if the model itself contains “feed- 
back” mechanisms. For example, if quantity produced in a given time- 
period is a function both of last period’s price and of inventory at the 
beginning of the period, errors in the model’s supply prediction will 
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errors are self-correcting—the errors reflect themselves in disequili} 
rium inventories which affect the supply for the next period. In, | 
particular case—a model of the shoe industry—Cohen [7] has show, | 
that annual averages of the time series yielded by simulation wep | 
generally closer to the actual series than were the series yielded by one. | 
period change analysis. 

Our purpose here, however, is not to argue for the superiority of | 
simulation over one-period change analysis. We wish simply to explain | 
in what respects they are the same, and in what respects different | 
Research over the next decade will undoubtedly teach us a great deal 
about their respective spheres of greatest usefulness. 


tend to be self-correcting for the same reason that suppliers’ actyg 


II. Some Forms of Simulation 


Simulation has come into economics through at least three routes: 
(1) dynamic macroeconomics, particularly business cycle theory and 
“cobweb” theory; (2) operations research and management science; 
and (3) theory of economic decision-making—including theory of the 
firm and oligopoly theory. 

1. Dynamic Macroeconomics. This kind of simulation is exemplified 
by the models usually found in theories of the business cycle and 
market behavior.’ In the past, mathematical models of the business 
cycle were handled by standard analytic techniques—e.g., solving the 
differential or difference equations of the model; applying the method 
of comparative statics to draw qualitative conclusions; and so on. As the 
models grew in complexity, and as various kinds of nonlinearities were 
introduced that were relatively impervious to standard analytic meth- 
ods, greater use was made of numerical analysis—especially one-period — 
change analysis—to study system behavior. In this realm, simulation is 
simply an additional technique for numerical analysis. Combined with 
the computer’s speed, it permits a study of a system’s behavior when 
initial conditions and parameters are varied. The computer allows much 
larger systems to be formulated and studied than could be analyzed 
numerically without this tool. 

2. Management Science. The models used by the operations re | 
searcher or management scientist are normative in intent. They in- 
corporate certain decision variables that the management of the firm 
can manipulate, and the problem is to find rules for setting these deci- 
sion variables so as to maximize, minimize, or satisfice with respect to 
some criterion—e.g., to maximize profits, minimize costs, or achieve a 


* The classical models of business cycle and market behavior are surveyed in Henderson 
and Quandt [13]; Klein [15]. 
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desired share of the market. A number of powerful mathematical 
techniques have been developed for approximating complex business 
decision-making situations and finding optimal decision rules by 
straightforward computational algorithms. Linear programming and 

ic programming are among the best known of these techniques 
(2) [4] [10] [26] 

In this as in other realms, the riches of nature often embarrass art, 
for the complexities of the situations to be handled make inapplicable 
even such flexible techniques as linear programming. In these cases, 
simulation provides an alternative route to finding good decision rules. 
The system can be modeled with little regard to the applicability of 
known computational schemes, and the behavior of the model studied 
“empirically,” that is, numerically with various decision rules over a 
range of hypothesized environmental histories. Decision rules can then 
be chosen that yield satisfactory system behavior under the conditions 
studied. Of course these techniques—the analytic techniques as well 
as simulation—can only be employed after adequate estimates have 
been made of the structural parameters of the system [1]. 

3. Economic Decision-Making. Almost all economic models refer at 
least implicitly to the decision-making of economic actors—a demand 
curve, for instance, can be interpreted as a set of hypothetical state- 
ments about what buyers would do under a range of circumstances. 
However, as we move from macroscopic to microscopic models, and as 
we move into the area of normative economics, the decision-making 
elements in the models becomes more explicit. In normative economics, 
our aim is to find rules for making “good” decisions. In positive micro- 
economics, our aim is to explain the decision-making behavior of eco- 
nomic agents. 

Apart from its normative uses, simulation is a peculiarly attractive 
method for describing and explaining the decision-making processes at 
a microeconomic level. Its first, and most obvious, advantage is the 
same one that has led to its wide use in management science—it allows 
a degree of complexity to be handled that would be unthinkable if in- 
ferences could be drawn from the model only by standard analytical 
techniques. We shall provide, below, an example of an oligopoly theory 
that attains considerable realism and plausibility by exploiting this 
tolerance for complexity. 

Simulation has a second advantage that may turn out, in the long run, 
to be even more important. We are beginning to learn that models do 
not have to be stated in mathematical or numerical form to permit us to 
simulate their behavior with electronic computers. With computers, 
we can simulate the behavior of symbol-manipulating and information- 
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processing systems, regardless of whether the symbols these systems 
handle are numbers, or are English words, phrases and sentences [16] 
[17]. 

It has always seemed quite natural to express macroeconomic models 
in mathematical form. After all, the phenomena with which they are 
concerned are quantities of goods and services and prices. The further 
we move, however, toward the detail of microeconomic analysis, the 
more dubious becomes the assumption that the important factors jp 
the situation can all be represented as real numbers. We try manfully to 
encompass the phenomena. With great ingenuity, we axiomatize utility 
as a cardinal quantity; we represent risks by probability distributions, 
Having done this, we are left with the question of whether we haye 
constructed a theory of how economic man makes his decisions, or in. 
stead a theory of how he would make his decisions if he could reason 
only in terms of numbers and had no qualitative or verbal concepts, 

The question is still an open one, but the answer need no longer be 
imposed by the limitations of our analytic techniques. Research in so- 
called heuristic programming’ has given us new ways of simulating 
systems that incorporate some of the kinds of nonnumerical symbol 
manipulation that, in humans, we call thinking and problem-solving. 
These technical advances open up new opportunities for building and 
studying realistic models of economic decision-making at the level of 
the individual firm and the individual decision-maker. Before we go on 
to some concrete examples, which will occupy the final part of this 
paper, we need briefly to discuss these new techniques of nonnumerical 
simulation. 


III. Nonnumerical Computation 


To appreciate the scope of opportunity for computer simulation of 
decision-making processes, we must be quite clear as to what a com- 
puter is, and what it is capable of doing. 

1. Computers are general-purpose devices capable of employing 
various operations for manipulating symbols. They can read symbols 
(e.g., sense patterns of holes on punched cards), write symbols (eg., 
create magnetic patterns on coated tape), erase symbols (change such 
patterns), and store symbols (retain patterns in magnetic cores or 
other kinds of internal memories). They can copy symbols (write 
patterns identical with patterns that are presented), and compare 
symbols (determine whether two patterns are identical or different). 
Finally, and most important, they can behave differentially depending 

? Heuristics are important because they often lead us quickly to solutions which we 


would otherwise reach much more expensively by algorithmic and analytic techniques. 
For a more extensive discussion of heuristic programs see [18] [24]. 
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on whether a pair of patterns, when compared, turn out to be identical 
or different (in computer terminology, they can transfer or branch con- 
ditionally). By virtue of this last capacity, they can follow strategies— 
make decisions that are conditional upon any kind of symbolic infor- 
mation. 

2. The symbols, or patterns, that computers can read, write, com- 
pare, and process can be interpreted as numbers, as words, as English 
sentences, or even as geometric diagrams. How they are interpreted de- 
pends on the programs that process them. Historically, computers were 
specifically designed to process symbols as numbers—to perform arith- 
metical operations on them. The computer “hardware” of standard 
computers in use today does not incorporate this limitation. If com- 
puters are used mainly to do rapid arithmetic, that is because people 
want to use them in this way and not because this is the only way they 
can be used. 

3. A number of computer programs have been written that process 
nonnumerical symbols. At least one of these [19] is capable of applying 
means-end analysis to the solution of a fairly wide range of types of 
problems. It proceeds somewhat as follows: I am given situation a, and 
am asked to arrive at b. What is the difference between a and b? One 
difference I note is d. Do I know of any ways of dealing with differences 
like d? Yes, using g sometimes removes such differences. Let me, then, 
apply g to a, and see whether the resulting situation, a’, brings me 
any closed to b. There is a growing body of evidence that this computer 
program simulates some of the main processes that humans use in 
solving problems. 

4. A number of computer programs have been written that learn— 
that modify their own programs in an adaptive direction on the basis 
of experience [20]. The existence of such self-adaptive programs takes 
most of the meaning out of such statements as: “A computer can only 
do what you program it to do.” The statement becomes exactly par- 
allel to a statement like: ““A human being can only do what his genes 
program him to do.” 

By reason of these capabilities of computers, we are today in a posi- 
tion to use simulation not only as a means of handling systems of great 
complexity, but also as a means of incorporating in our theories of hu- 
man decision-making qualitative aspects of human symbol manipula- 
tion that have eluded our attempts at mathematical translation. To 
write a heuristic program of a decision-making process, we do not first 
have to construct a mathematical model, and then write a program to 
simulate the behavior of the model. We can directly write a program 
that manipulates meaningful symbols in the same ways that (we hy- 
pothesize) the human decision-maker manipuates them [11]. 
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IV. Examples of Microeconomic Simulation 


We shall illustrate our general discussion with three examples of 
computer simulations of microeconomic systems. Even though the use 
of simulation for building and testing theories is a recent phenomenon, 
a number of such models have already been reported in the literature, 
The particular examples we cite are not intended to be “representa. 
tive,” but are chosen to emphasize some important specific points. The 
first, a mathematical model of a duopoly situation, illustrates the rich. 
ness in description of the decision-making process that is attainable 
with simulation techniques. The second, a normative program for 
solving an assembly-line balancing problem, shows how heuristic meth. 
ods grossly modeled on the processes used by skilled human schedulers 
provide a usable simulation of a situation too complex to be handled by 
existing mathematical algorithms. The third, a direct simulation of the 
decision-making processes of an economic agent, shows how simulation 
can be used to describe and explain decision-making that involves non- 
numerical as well as numerical symbols and that is dependent in im. 
portant ways upon the structure of human memory. 


A. A Theory of Duopoly 


Although there are numerous theories of duopoly, the model of 
Cyert, Feigenbaum and March [9] postulates in much greater detail 
than earlier ones the decision processes of the firms. In rough outline, 
each firm is assumed to: (1) forecast the reactions of its competitor, 
(2) revise its estimate of the demand curve, (3) revise its estimates of 
its own cost curve, (4) specify its profit goal (on the basis of its profit 
achievements in the past), (5) evaluate the alternatives available to 
it. If no alternatives which meet its goal are available, the firm (6) 
searches for opportunities for cost reduction, (7) re-examines its esti- 
mates of demand, and (8) lowers its profit goal to a more modest level. 
Finally, the firm (9) sets its output for the coming period. 

The authors point to a number of important ways in which this theory 
differs from conventional oligopoly models [9, pp. 93-94]: 


(1) The models are built on a description of the decision-making proc- 
ess ... (2) The models depend on a theory of search as well as a theory 
of choice. They specify under what conditions search will be intensi- 
fied. . . . They also specify the direction in which search will be under- 
taken. . . . (3) The models describe organizations in which objectives 
change over time as a result of experience. . . . (4) Similarly, the models 
describe organizations that adjust forecasts on the basis of experience. 
Organizational learning occurs. . . . (5) The models introduce organiza- 
tional biases in: making estimates. . . . (6) The models all introduce 
features of “organizational slack.” 
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By specifying particular values for the parameters of the model, the 
authors were able to generate behavior over time that simulated some 
of the striking general features of the history of the tin can industry 
from the time of entry of Continental Can Company as a competitor 
of the American Can Company. 


B. Balancing an Assembly Line 


F. M. Tonge [25] has built a heuristic model that balances an assem- 
bly line. The problem of balancing an assembly line is a member of the 
class of combinatorial problems in which the elements of a set are 
ordered or grouped on the basis of some criterion. This class includes 
such problems as job-shop scheduling, the traveling salesman problem, 
and the personnel and equipment assignment problems.’ Although these 
problems fall within the domain of operations research, they are too 
large to be solved by the usual algorithmic approaches. As an example 
of their size, consider the problem of assigning m men to m distinct 
jobs. If we let » = 100 (a relatively small number when you consider 
the size of the work force in a large company), the number of possible 
assignments is m! = 100! = 9.3 X 10*°*. Now if 10° orderings are ex- 
amined in one second (which is the approximate manipulatory speed of 
current computers) it will take 3 X 10*** years to examine all possible 
orderings and select the optimal one. Thus, blind search techniques are 
simply not feasibly methods for solving combinatorial problems of any 
size. Unfortunately, for these problems efficient algorithms that would 
reduce the search to practicable dimensions are not known. 

The assembly-line balancing problem is essentially a task of assign- 
ing the elemental tasks making up the assembly operation to work sta- 
tions along the line. In his model, Tonge assumes a fixed rate of pro- 
duction, e.g., a fixed conveyor-belt speed, and takes as given the time 
required to complete each elemental task. The goal of the program is 
to find the minimum number of workmen consistent with the given rate 
of production and the partial ordering constraints on the assembling of 
the product. 

Tonge uses heuristics to simplify the problem sufficiently so that it 
can be solved by simple, straightforward methods. Although the heuris- 
tics were devised by observing industrial assembly-line balancers, the 
program does not attempt to reproduce in detail actual decision-making 
behavior. The program consists of three main phases. Phase one simpli- 
fies the line-balancing problem by constructing a hierarchy of aggre- 
gated elements. Thus, the elemental tasks are grouped into large “sub- 
assemblies” each of which has partial orderings between the elements 
and requires a given amount of operating time. The second phase solves 


*These problems are described in detail in Churchman, Ackoff, Arnoff [4]. 
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the simplified problem by assigning groups of available workmen tp 
the subassemblies generated by phase one. It then treats each syb. 
assembly as a simplified line balancing problem and assigns the groups 
of workmen to the components of each subassembly. Phase three jg 
a “smoothing” operation which transfers the tasks among work sta. 
tions until the distribution of assigned time is as even as possible, 

The program was tested by having it balance 11-, 21-, and 70-ele. 
ment problems. Even though the program does not produce optimal 
solutions the results of the 70-element test-compared very favorably 
with an industrial engineer’s balance of a roughly similar problem, 
Although the comparison is not too precise, since the industrial engi- 
neer had to deal with a few additional constraints, the program assigned 
23 men to the assembly task as against the 26 men required by the 
industrial engineer’s plan. 


C. The Investment Decision Process 


Although economists have constructed normative mathematical 
and statistical theories of investment decision-making, the investment 
model of G. P. Clarkson [5] is the first that attempts to describe and 
explain the actual processes of an individual making investment deci- 
sions. The goal of this model is two-fold: (a) to develop a model of 
individual trust investment behavior which incorporates and reproduces 
observable and inferable human problem-solving processes, and (b) to 
use the structure of the decision process itself as a method of predicting 
aggregate trust investment behavior. 

The investment decision process is divided into three parts: (a) the 
analysis and selection of a list of stocks available for investment, (b) 
the formation of an investment policy, and (c) the selection of a port- 
folio. Although the selection process (c) contains rules on diversifica- 
tion and on how to select the number of shares to buy, the essence 
of the whole investment process lies in carrying out the prior analysis— 
steps (a) and (b). Thus, a major part [step (a)] of the model’s func- 
tion is to convert the information on the economy, industries, and 
companies as found in financial journals and reports into a list of 
stocks suitable for current investment. The next part [step (b)] con- 
sists of formulating an investment policy from the information on the 
beneficiary or the trust fund involved, while the final section (c) of 
the model performs the task of actually selecting the required portfolio. 

The model, built by observing the decision processes of individual 
trust investors, is a theory of decision-making under uncertainty. The 
major hypotheses of this theory are structural and make strong asser- 
tions about the content of decisions as well as the order in which they 
take place. For example, the model asserts that the formation of expec- 
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tations is essentially a process of “pattern-recognition.” While this is 
neither an entirely new idea nor the first time it has been asserted as 
an hypothesis* the model asserts in detail how expectations are formu- 
lated, adjusted over time, and employed in the investment decision 
process. 

The model, like the human investor, stores information in its memory 
in lists which contain closely associated pieces of information. These 
lists are arranged in a hierarchical order, e.g., for each industry there 
is a list of associated companies, and for each company there is a list 
of attributes that contain relevant financial information. Detailed in- 
formation, given to the model from the outside, is processed to form 
new lists which summarize the basic data. In some cases the summary 
contains quantitative information, e.g., the average rate of growth of 
sales or earnings, and in other cases qualitative information, e.g., that 
the F.R.B. index of industrial production is expected to be above last 
year’s, and last year’s was below the index of the year before. These 
lists are the backbone of the decision-making process, since they pro- 
vide the information necessary for the concept formation and pattern- 
recognition processes. 

In the course of his work, an investor forms definite concepts of 
what different industries are like and how they can be expected to per- 
form. Investors also associate different industries with different invest- 
ment goals. These concepts change with time, but in order to alter 
them new information must appear that is sufficiently out of keeping 
with the current concept to force a reappraisal. Thus, small changes 
are unlikely to affect general concepts and wnat was a good buy yester- 
day will probably remain a good buy today and for some time to come. 
The model simulates these processes by scanner-selector mechanisms 
which search the summarized lists and match their values against sets 
of desired criteria. Since new information on the economy, industries, 
and companies is fed in at regular intervals the scanner-selector 
mechanisms allow the model to adapt both the criteria by which it 
selects and the pertfolio selections it makes to current economic and 
market conditions. 

Since there can be no theory of human problem-solving unless in- 
variances exist among problem solvers, one cannot develop an aggre- 
gate investment model, along these lines, unless one first isolates the 
structure of the investment decision process that is invariant among 
investors. Although a general investment model has not been developed, 
the author suggests that his investment model contains that part of the 
investment decision process which is invariant among trust investors, 
and hence provides a basis for an aggregate model of trust investment 


*See Bruner, Goodnow, Austin [3]; Feldman [12]. 
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behavior. Thus, the program may be viewed as a theory of the “repre. | 


sentative investor,” analogous to the Marshallian representative firm, 
In order to test both assertions—that is, the ability of the model ty | 
predict both individual and aggregate trust investment behavior, g _ 


series of tests are performed. The first part of these tests consists jp 
having the model select a series of portfolios for a particular set oj 
actual trust accounts. These selections are compared with the actu] 
portfolios chosen by the investment officers of several national banks, 
The second part of the testing program requires the model to predict 
the set of stocks purchased by trust funds in the state of Pennsylvania 


during 1960. The model makes its selections on a quarterly basis ang — 


the results are compared with the purchases of trust funds as reported 
by the Pennsylvania Bankers Association. As yet this testing program 
has not been completed and the reader can only be referred to the re. 
sults obtained from an earlier and less complete model [6]. 

If space permitted, we could describe other instructive examples of 
microeconomic theories developed by means of simulation. Cohen, for 
example [7], has studied by simulation techniques an elaborate mode 
of the shoe, leather, and hide industries; while Hoggatt [14] has simv- 
lated a perfectly competitive industry allowing entry and exit of firms, 


These and other examples are described in the papers by Orcutt and 
Shubik. 


V. Directions of Simulation Research 


We have seen that one advantage of simulation models lies in the 
complexity they permit. This does not mean that this new technique 
will relieve us of the task of making careful selection of our variables. 
The real world is still orders of magnitude more complex than the 
simulations we can handle on present or prospective computers. We 


still will need to think, and think hard, about what part of reality | 
needs to be incorporated in the model if it is to provide reasonable 


answers to the questions we wish to ask of it. 

Another advantage of simulation derives from our new-found ability 
to construct directly computer programs describing human problem- 
solving and decision-making processes without first going through the 
intermediate step of constructing mathematical models. We can look 
forward to theories that will handle the qualitative aspects of human 
decision-making as readily as the quantitative, and we can already find 


examples of such theories. These theories incorporate adaptive and | 


learning behavior and include one or more aspects of heuristic reason- 
ing. Since expectations play a central role in economic theory, and 
since all the evidence suggests that expectations are formed by 4 
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process of pattern recognition, this process, incorporated in heuristic 
programs, will be the object of much research. 

Finally, simulation appears to offer new approaches to the aggrega- 
tion problem. To the extent that whole classes of individual decision 
units in the economy share relatively invariant structures, aggregation 
can be attempted by writing programs for individual units, and treat- 
ing these as representative units, @ /a Marshall, in the aggregate 
model. Much work will have to be done before we will be in a posi- 
tion to evaluate the potentialities of this approach. One of its attrac- 
tions lies in the new opportunities it affords for direct confrontation of 
the theory with concrete behavior. It does not restrict us to viewing the 
economic system through the wrong end of a telescope—limiting our- 
selves to census data and similar kinds of statistics. It permits us to 
see whether the decision-making processes we observe in the executive 
and the individual business firm correspond to the postulates about 
process that we incorporate in our models, and—if we are even moder- 
ately successful in finding satisfactory aggregation techniques—to 
work back and forth in our theory testing between micro-observations 
and aggregative data. 
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DUOPOLY: COLLUSION OR WARFARE? 


By Rosert L. BisHop* 


It has long been recognized that oligopolists may achieve monopo- 
listic results by means of an explicit agreement [4, p. 80], and that 
they may well behave in an essentially monopolistic way even without 
any explicit collusion [2, esp. pp. 46-48 and 100-1]. It is also widely 
appreciated, however, that some form of economic warfare is an al- 
ternatively possible outcome, at least temporarily, and that the possi- 
bility of such warfare is likely to play some sort of role in conditioning 
the oligopolists’ collusion or mutual self-restraint even when actual 
warfare never occurs. There has been a notable scarcity, however, of 
specific theories of the nature of oligopolistic warfare, whether actual 
or potential, and of specific solutions of the problem of the precise 
terms on which warfare may be avoided.* 

We are often told that, when side payments are ruled out, rational 
and knowledgeable duopolists will at least end up somewhere on their 
Edgeworthian contract curve, or that, when side payments are allowed, 
they will maximize their joint profit and then divide it somehow. Now 
these “somewhere” and “somehow” solutions are not really solutions 
at all. If a pair of duopolists cannot agree on a unique solution, in- 
cluding a specific profit division, they cannot end up on their collusion 
locus at all. That is, if the duopolists persist in mutually incompatible 
demands upon one another, this must express itself in warfare, which 
carries them away from their collusion locus. This raises the question, 
which has been so surprisingly neglected, of the alternatively possible 
types of warfare, whether limited or not, that may then prevail. And 


*The author is professor of economics at the Massachusetts Institute of Technology. 

*Chamberlin, without reference to the possibility of warfare, seems to imply that any 
oligopoly situation has a unique mutual-dependence-recognized solution. Actually, how- 
ever, he has identified that solution only in cases involving perfectly symmetrical demand 
and cost data. Mathematical game theorists have also suggested several alternative solu- 
tions, so far limited to just duopoly but free of the symmetry restriction. Of these, that 
proposed by John Nash [10] is best known. Sivnificantly, Nash gets his results only 
in conjunction with an equally specific theory of potential warfare (or threats). 

Among economists, Fellner has given perhaps the richest discussion of the possible rela- 
tionships between collusion and warfare, within the framework of his “four factors per- 
taining to the outcome within the bargaining range” [5, esp. pp. 24-33]. Yet these are 


rather vaguely qualitative factors, quite incapable of yielding a really specific solution | 


even in situations that are deliberately simplified for purely theoretical purposes. Another 
richly suggestive discussion in much the same spirit is Rothschild’s [11]. 
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it likewise raises the question of the duration and course of such war. 
fare, and the further question of the terms on which it may be term. 
nated, if at all. 

The present paper has several objectives. First, in the case of 
duopoly, an analysis will be presented of the way in which each dy. 
opolist might rationally convey, by means of a reaction function and 
without the necessity of any verbal communication, both his willing. 
ness to accept some contract-curve solution and also his readiness to 
back up that demand, if necessary, with a warring response. It will be 
stressed that a wide variety of such collusive offers are possible, and 
that their acceptability to the other duopolist is, in general, an open 
question. As this implies, it will be argued—in contrast to Chamber. 
lin’s recently reiterated view [3, p. 216]—that the mere fact that du- 
opolists fully recognize their mutual dependence is not sufficient for a 
unique solution. Second, when a collusive agreement is not immediately 
established, a framework for analyzing the ensuing warfare will be pre- 
sented. A central warfare hypothesis will be suggested, together with 
an analysis of its implications; and the significance of either more or 
less aggressive warfare will also be indicated. Finally, the question will 
be briefly considered whether an existing or threatening state of war 
contains any suggestive clues as to the terms on which it might 
reasonably be settled or avoided. 


I. The Case of Constant and Equal Costs 


The basic analysis may be illustrated with reference to a simple and 
familiar example: a homogeneous product subject to a linear demand 
is produced by a pair of duopolists at constant and equal average (and 
marginal) costs. For numerical convenience but without any further 
loss of generality, the quantity and price units may be selected so that 
each duopolist’s average cost is ci = a and the demand-price function 
is p=a+24—q=a+ 24 — q: — (where is price, is aggre- 
gate quantity, and gq: and q: are the individual quantities of the re- 
spective duopolists). 

Each duopolist’s profit as a function of his own output (qi) and the 
other man’s (q;) is then: 


= 24qi — gi? — qiqi. 


When plotted for selected profit magnitudes as in Figure 1, these 
functions yield the duopolists’ isoprofit curves. These three selected 
curves for each duopolist, corresponding to profits of 36, 72, and 108, 
illustrate the tangency condition that identifies the contract curve— 
which is defined as the locus where, for any given attainable profit 
of one man, the other man’s profit is a maximum. In the present very 
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special case, that locus is the linear g: + g2 = 12, implying everywhere 
a jointly maximized profit or : + %: = 144. Were still other isoprofit 
curves drawn, those signifying successively higher profits for each du- 
opolist would lie closer and closer to his monopoly point (where 
gi = 12, gi = 0, and *% = 144), and those signifying successively 
lower positive profits would be ever closer to the other duopolist’s axis 
(where =: = O because qi = 0) and the line gi: + g2 = 24 (where 


q2 


24 


Ficure 1 


Of special interest in Figure 1 is the point of symmetrical collusion, 
at the midpoint of the duopolists’ contract locus (where qi = g2 = 6 


*The various traditional solutions of Cournot, Bertrand, and Stackelberg will not con- 
cern me, because these correspond neither to successful collusion nor (save by coinci- 
dence) to “rational” warfare; but these may also be identified with reference to Figure 1. 
Each man’s Cournot-reaction locus is a straight line between axis-intercepts of gs = 12 
and q; = 24—such that, for any given value of q,, qi is selected to maximize x,. The 
Cournot solution, where these reaction lines intersect, then implies g: = g2 = 8 and m= 
% = 64, Similarly, each duopolist’s preferred Stackelberg equilibrium, occurring where 
one of his isoprofit curves is tangent to the other man’s Cournot-reaction schedule, im- 
plies that gi = 12, g) = 6, 72, and 36, Accordingly, “Stackelberg warfare” 
—whereby each duopolist tries to push the other to the Stackelberg point preferred by 
the first—implies g, = q: = 12 and m=2,=0. By coincidence, this is also the profit 
implication of a Bertrand equilibrium, anywhere on the locus g: + 9g: = 24. 
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and ™, = % = 72). This point has been labeled C, since it corresponds 
to the solution that Chamberlin holds will be automatically established 
by the mere fact of “mutual dependence recognized.” 

When the duopolists’ situations are indeed perfectly symmetrical 
and a symmetrically collusive solution therefore exists, I am inclined to 
agree that this outcome is rather more likely to emerge than any single 
other one. This outcome cannot be established as somehow inevitable, 
however, even when the duopolists are assumed to be eminently intelli. 
gent, knowledgeable, and “rational.” Even in the present primitively 
symmetrical case, I shall argue, an esymmetrical collusion is also possi- 
ble, with or without a preliminary interlude of warfare or (when ver- 
bal communication is avoided) an interval in which the duopolists im- 
provise some form of nonverbal communication. Secondly, I shall also 
argue that even prolonged warfare is possible, notwithstanding the 
high degree of “rationality” that both duopolists will be assumed to 
possess. 

In order to explore the possible patterns of behavior that may emerge 
with the indicated demand and cost data, I shall assume that both du- 
opolists know, and are known to know, the objective facts of their 
indefinitely recurrent market situation. For convenience and simplicity, 
it is also assumed that the only “dynamics” in the analysis are in the 
memories and anticipations of the duopolists themselves. Specifically, 
the demand and cost data, in remaining unchanged from one period to 
the next, are also assumed to be independent as among the various 
separate periods. The duopolists are also assumed to be quantity- 
setters rather than price-quoters, since the mere quoting of equal prices 
for perfectly homogeneous products would leave quantities indetermi- 
nate. Thus, in each period, both duopolists simultaneously determine 
their quantities, which are then sold at a price determined in ac- 
cordance with the demand function. : 

Because of its greater theoretical interest, I shall also employ for 
the most part the assumption that the duopolists scrupulously refrain 
from any verbal communication with one another. In the present 
severely simplified situation, however, it would not make much differ- 
ence if verbal communication were allowed; for this would only allow 
the duopolists to put into words the demands and threats that they 
must in any event convey to one another by other means when verbal 
communication is effectively prohibited. Furthermore, as long as the 
strategy of each duopolist is confined to the single dimension of the 
quantity of his output, communication solely by means of reciprocal 
actions in the market is likely to prove fully adequate, provided only 
that both duopolists have at least a moderate degree of social ingenuity. 
In the real world, of course, the nonverbal communication of demands 
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and threats may well present insuperable difficulties, since the dimen- 
sions of business strategy are then likely to be extraordinarily numer- 
ous and since at least some of those strategies are almost certain to 
have nonquantitative aspects. 

In the case where the duopolists produce a homogeneous product at 
equal and constant cost, and in this case alone, their contract line is 
also their joint-maximization locus. Therefore, since any distribution 
of a jointly maximized profit is possible without side payments, the 
duopolists would never have any occasion even to consider such sup- 
plementary payments, as they would if the maximization of their com- 
bined profit proved to be inconsistent with an “acceptable” profit 
division. 

As the duopolists now begin their indefinitely recurrent relationship, 
if they are in fact willing to share a jointly maximized profit equally, 
they will immediately establish the symmetrically collusive solution. 
Thus, if each duopolist is in fact willing to settle for a profit of =; = 72 
and conjectures that the other will be too, both will set their outputs at 
6 units and thereby find their expectations confirmed. On the same ex- 
pectation as to the other’s output, of course, either duopolist could 
expect to gain a larger profit for at least one period (such as %; = 81, 
with gi = 9 and qg; = 6); but in a recurrent market this greedy short- 
run strategy may well be rejected by both men because of an entirely 
plausible expectation that it would result in a self-protective or, worse, 
retaliatory response, which would depress profits in subsequent periods 
below the level of 72. In a recurrent market, in short, the mere ex- 
pectation of a continuing relationship may be sufficient to inspire a 
pair of basically compatible duopolists to behave with the self-restraint 
necessary to maintain a tacitly collusive agreement.* 

Even in this clearest of all instances of spontaneous collusion, it is 
still important to appreciate ali of the conditions on which this feat of 
mutually successful mind-reading depends. First, the empirical likeli- 
hood of this outcome is appreciable only because the inherent sym- 
metry of the duopolists’ situations, when it is fully known to both, 
provides such a strong “signal” for symmetrical collusion. Obviously, 
no such signal exists when there is even the slightest asymmetry in the 
objective data for the duopolists’ market decisions. 

Second, this outcome also depends on the assumed condition that the 
duopolists are in fact willing to share a jointly maximized profit 

*In a nonrecurrent market, by contrast, these grounds for self-restraint would be absent, 
and even an explicit agreement would be something less than self-enforcing. In that con- 
text, interestingly enough, the Cournot solution is by all odds the most eligible one, since 


it is the only situation in which each man selects the output that will maximize his profit 


on the basis of a correct expectation as to the other’s output. (See [9] [13, esp. pp. 60- 
63].) 
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equally. Game theorists are willing to underwrite this symmetrica] 
solution only when there is an additional symmetry in the “utilities” of 
the duopolists—that is, utilities of the von Neumann-Morgensterp 
type, as based on the subjects’ attitudes toward risk. I choose not to 
adopt this approach here, however, because it involves the extremely 
dubious assumption that the duopolists’ utility functions are known to 
one another. If the duopolists’ shares of the market were to depend on 
their utility patterns, they would obviously have an incentive to mis. 
represent those wholly subjective data. It is doubtful, therefore, that 
such data are even conceivably knowable, let alone that they can be 
casually assumed to be actually known. The plausible relevance of such 
data—if they could be known—is, however, one of the reasons why 
duopolists may not be willing to share a market equally, even when the 
objective data are both symmetrical and known. This consideration re- 
inforces, therefore, my view that the willingness or unwillingness of 
both duopolists to accept the symmetrically collusive solution in the 
present example is a critical question in its own right. 

Third, even when the duopolists are in fact favorably disposed 
toward symmetrical collusion and in fact arrive at that result immedi- 
ately and spontaneously, neither can really be sure in advance that this 
will actually be the outcome. Hence each must be prepared for a differ- 
ent development, with at least a tentative reaction plan if his rival 
should set some output other than his symmetrically collusive one. At 
least a threat of warfare thus lurks in the background as an alternative 
to successful collusion in the minds of both duopolists, even when they 
are spared the necessity for any actual warfare. 

Accordingly, let us take the point of view of the first duopolist as he 
considers his policies at the outset of a continuing relationship with his 
rival. He may hope—and more than half expect—that his rival will set 


his quantity at g2 = 6; and, being willing to collude symmetrically, he 


therefore sets his own quantity in the first period at g: = 6. If he then 
proves to be correct about his rival’s quantity in the first period, that 
is presumably the end of the matter; provided that neither has a 
change of heart, they will live happily ever after as compatibly collu- 
sive duopolists. Each duopolist must, however, be prepared to react 
somehow if his rival sets some other quantity. A variety of such reac- 
tion patterns are, of course, possible. The one assumed for the sake of 
illustration implies that the first duopolist will seek a solution on the 
contract curve if g: is less than (as well as equal to) 6 units, and that 
he will respond with a particular form of restrained belligerence if m 
is greater than 6 units. 

The reaction schedule of the first duopolist is specifically assumed to 
consist of the three connected linear segments labeled R:R:; in Figure 2. 
Its three branches imply, respectively, that 
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if <6, gx = 12 — 
if 6 < gz < 12, qi = Qa; 
and if qg2 > 12,q: = 12. 


The first is a “conciliatory” branch: as the second duopolist’s quantity 
is visualized to be increased toward a maximum of gq: = 6, the first 
reduces his quantity along the contract and joint-maximization locus, 
thus reducing his own profit and increasing that of his rival. But this 
first branch also implies that, if the second duopolist seems to be satis- 
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fied with a profit of less than =. = 72, the first duopolist is pleased to 
adjust his quantity so that at least their combined profit is maximized.‘ 


*Notice that, if g: is set below 6 units and is held constant there, the first duopolist 
by raising g: above 6 units increases his own profit and reduces that of his rival. This is 
still a good idea, however, if the second seller’s timid choice reflects a willingness to ac- 
cept an efficient collusion in which he receives only the profit implied by his initially 
selected output. If, on the other hand, the second seller is perverse enough to make his 
initial decision contingent on the first seller’s selecting an output other than the one that 
would put them on their contract curve, the first seller can hardly be expected to know 
what quantity he was in fact expected to set. Finally, however, even if the second seller 
makes his choice with an initial willingness to accept less than half of a jointly maximized 
profit, the fact that the first seller shows himself willing to accept just half of such a 
combined profit may now persuade the second seller to raise his profit demand, even as 
the first seller does the same. To attribute this type of progressive learning process to 
one’s rival implies the adoption of a more complex reaction schedule than the one now 
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The second branch reflects the antagonistic behavior that is the essence | 


of warfare: as the second duopolist’s quantity is increased from 6 units 
toward 12 units, the first responds with matching increases in his owy 
output. This is a warring response because its sole purpose is to punish 
one’s rival, even at the cost of hurting oneself in the process. Along 
this branch, specifically, the profits of both duopolists decline steadily 
from 72 to zero. The third branch reflects a limiting influence on the 
warfare: if g2 were increased beyond 12 units, the first duopolist would 
simply maintain his output at the ceiling of g: = 12, instead of con. 
tinuing to match his rival’s quantity. This is the indicated response, 
specifically, if the first duopolist is willing to suffer a loss provided that 
his enemy is thereby made to suffer a larger one.” 

Somewhat more should be said about the warfare responses that the 
particular second and third branches of Ri; reflect. Consistent with 
this seller’s assumed willingness to share a jointly maximized profit 
equally, the second branch also emphasizes his refusal to take less than 
an equal share of amy positive profit. Thus, when the sum of q, and q, 
is less than 24 units (allowing the same positive profit per unit for both 
sellers), the first seller will not permanently allow gq: to be greater than 
his own g:. When gq: + g: > 24, however, it is no longer desirable to 
produce the greater quantity, since both sellers then suffer losses pro- 
portional to their outputs. Hence that is another way of looking at the 
first seller’s unwillingness to increase his output above the level of 12 
units. 

Finally, this seller’s warfare output is uniquely 12 units if he adopts 
as his war policy the criterion of maximizing the algebraic excess of his 
own profit over that of his rival. Thus, from our earlier profit equations, 


— = 24g: — qi’ — + 


This expression is a maximum when q: = 12, irrespective of the magni- 
tude of gz. This is by no means the only warfare strategy that a du- 
opolist might choose to adopt; but it is a plausible one, and it effec- 
tively illustrates as the essence of warfare the duopolist’s deliberate 
intention to reduce the profit of his rival provided that the simultane- 
ous effect on his own profit is not disproportionately painful. 

When the second duopolist is also disposed to accept just half of a 


under consideration. At any rate, there may well be almost as much uncertainty as to 
ensuing developments when duopolists are overly compatible as when they are incompati- 
ble. 

*On the other hand, if the first duopolist should wish to protect himself against losses, 
irrespective of the comparative losses of his rival, he may do so by adopting an alterna- 
tive third branch that coincides with the zero-profit locus in the range where his rival's 
output exceeds 12 units (ie., if g: > 12, g: = 24 — q:). 
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jointly maximized profit, he may very well have a reaction schedule 
that is the exact counterpart of the one just described for the first 
duopolist. If so, these reaction schedules would coincide over the range 
of 6 <q: = gz < 12. By itself, that would imply a neutral equilibrium 


- anywhere in that range. On the other hand, if either duopolist is then 


flexible enough to experiment with alternative outputs down to and in- 
cluding 6 units, the fundamental compatibility of the two rival sellers 
will thereby be revealed; and the symmetrically collusive solution will 
be attained. 

Notice, however, that there is always a fundamental asymmetry 
when the teaching-and-learning process is based on one duopolist’s 
setting up a reaction schedule and the other duopolist’s experimenting 
in such a way as to find out what it is. Thus, even fundamentally com- 
patible duopolists might conceivably fail to discover that fact about 
themselves if both were so rigidly addicted to the teaching role that 
neither ever adopted the learning role. Similarly, there would be an 
even more chaotic result if each could visualize himself only in the 
learning role, so that neither ever set up a reaction schedule for the 
other to discover. These are difficulties, of course, that even the slight- 
est explicit communication would avoid. Even without that aid, how- 
ever, it would require only a minimum of flexibility on the part of at 
least one duopolist for them to achieve mutual understanding. 

To illustrate the contrasting case where the duopolists are not im- 
mediately compatible, let us now suppose that the second duopolist— 
unlike the first—wants more than half of a jointly maximized profit. 
Specifically, the second duopolist sets his sights on an asymmetrically 
collusive equilibrium in which his own profit will be twice that of his 
rival. In Figure 2, therefore, by contrast with the first seller’s willing- 
ness to collude at the point C., the second duopolist is unwilling to 
collude unless he can receive a profit at least as great as that implied 
at the point C-—where gq: = 4, g2 = 8, 1 = 48, and =. = 96. Accord- 
ingly, let us suppose that the second duopolist sets up the three-seg- 
mented reaction schedule, R2R». This implies that 


if <4, = 12 — qi; 
if < 6, = 2q:; 
and if gq: > 6,g2 = 12. 


Here the first branch is similar to that of the first duopolist’s reaction 
schedule, except that it stops short of the midpoint of the contract line. 
Similarly, the second branch also resembles the first duopolist’s, ex- 
cept that it implies a different ratio of the two sellers’ outputs. As in 
the case of the first duopolist, however, the second is assumed to set 
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the same maximum warfare output of 12 units; so the third branch of 
his reaction schedule is at the level of g2 = 12.° 

As long as both duopolists maintain the attitudes that these reaction 
schedules represent, warfare is of course the only possible outcome; 
for they will quickly gravitate toward the unique warfare point 
(labeled W in Figure 2) where g: = g2 = 12 and ™ = %2 = 0." That 
warfare will persist, moreover, as long as neither duopolist is willing 
to accept the terms on which the other is willing to collude, or as long 
as neither is willing to change his initial reaction schedule. 

If only as a matter of experimental interest, however, either can at 
least learn what his rival’s terms are by varying his own output and 
observing the reaction-schedule responses of his rival. Thus the first 
duopolist could discover, as the essential property of his rival’s RR, 
schedule, that his own profit would be maximized at = = 48 at the 
point C:.* As long as the second duopolist stubbornly maintains the 
reactions of R2R2, therefore, the first duopolist must make a choice; 
(1) he may simply surrender, accepting his profit of =. = 48 while 
conceding twice as great a profit to his greedy rival; (2) he may sur 
render partialiy by producing an output somewhere between 4 and 12 
units, thus accepting a positive profit that is smaller than 48 and also 


* Again, of course, variations are possible. For example, the second duopolist might have 
extended the second branch all the way to the zero-profit locus if 4 <q 
@2 = 2q:). If so, however, the third branch would then have had to coincide with that 
zero-profit locus at least as far as its midpoint, unless the second duopolist happened to 
be willing to suffer a loss greater than that suffered by his rival. 


‘As will appear later, the assumption that I have made about the duopolists’ warfare 
outputs yields this zero-profit result for both of them only in the present special case of 
constant and equal costs. This warfare point may be reached in a variety of ways. Thus, 
if the duopolists set the initial outputs of g: = 6 and g:= 8, W will be reached in two 
steps if g: is changed first and then g:; it will be reached in three steps if gq; is changed 
first, then g:, and then g; again; or it will be reached in two steps if both duopolists 
change their outputs simultaneously in accordance with their respective reaction schedules, 

* The first seller may also learn, incidentally, that another acceptable point, at the junc- 
ture of the second and third branches of R:R:, implies g: = 6, g: = 12, = 36, and 
%_ = 72. By a coincidence, this happens to be the second seller’s Stackelberg-equilibrium 
point, which would be the point most favorable to the second seller if he were constrained 
to set up some reaction schedule perpendicular to his own axis. But this also reveals the 
shortcoming of a Stackelberg policy when both sellers are sophisticated: it would be silly 
to try to force a rival to a Stackelberg point (off the contact curve) rather than, witha 
different type of reaction schedule, to a point (on the contract curve) where both sellers’ 
profits could be higher; cf. [S, pp. 116-19]. On the other hand, reaction schedules such 
as R:R; also lend themselves to an attempt to force a rival to a contract-curve point 
where his profit would be even less than in the Stackelberg equilibrium unfavorable to 
him. This also reveals the essential pointlessness of attempting to narrow the “relevant 
range” of contract-curve solutions in the light of a Stackelberg solution, as the late A. M. 
Henderson sought to do [6, pp. 572-73]. In my view, such a relevant range can be 
justified only in terms of the profits at a theoretically defensible warfare point. In the 
present instance, accordingly, the “relevant range” is nothing less than the entire contract 
line. 
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smaller than his rival’s; or (3) he may meet stubbornness with stub- 
pornness by producing an output of 12 units, thereby inflicting on both 
his rival and himself the punishment of a zero profit. 

Let us examine further, with the first seller, the features of his 
“trjlemma.” Option (1), although somewhat humiliating, holds out at 
least the apparent prospect of an immediately maximizable profit; and, 
if the second duopolist should prove to be irreconcilably stubborn, it 
would represent the best that the first could do for himself financially. 
But even such a surrender would be dangerous, especially if the “ap- 
peasement” was meekly accorded; for, if the second seller should 
thereby become scornfully convisiced of his rival’s timidity, he might 
increase his demand by moving his reaction schedule so that its critical 
point would leave his submissive rival with an even smaller profit. 
Option (3), while the most clearly consistent with conventional stand- 
ards of self-respect (which may be no less relevant in this type of situ- 
ation than pecuniary self-interest), also entails the greatest financial 
sacrifice, at least immediately. At the same time, this choice has the 
merit of putting maximum pressure on the ambitious second seller to 
soften his profit demand; and if, for example, that seller should sooner 
or later give up the struggle by accepting the solution at C:, the first 
seller would very likely feel that his own intransigeance was thereby 
justified. Finally, option (2) represents merely some degree of com- 
promise between complete surrender on the one hand and complete 
intransigeance on the other. Hence it also entails some variable mixture 
of the advantages and disadvantages that are implicit in the more ex- 
treme reactions. Merely partial surrender may also be the means, how- 
ever, of signaling a willingness to compromise—at some point between 
C, and C; in Figure 2. 

Clearly, we cannot predict just what the outcome of this conflict of 
interest will be; for it will depend on the tempers of the two men, in- 
cluding their subjective assessments of one another’s attitude. Indeed, 
one possible result is a more or less permanent state of economic war. 
To many analysts, this outcome is inconsistent with “rational” be- 
havior. The duopoly problem is not solved, however, by invoking that 
adjective. We must first ask: who is irrational? If it be replied that 
the second seller is, because he deliberately suffers a zero profit rather 

*In that event, if a purely financial hindsight test is applied, the seller who ultimately 
surrenders will presumably regret the duration of his resistance—except as this constitutes 
at least partial insurance against his having to meet still stronger demands later on. But 
even the victor may regret his own policy of resistance if it has to be especially prolonged ; 
for hindsight may reveal that the profits of war followed by victory, when discounted 
from the beginning of the warfare, were less than the similarly discounted profits of im- 


mediate surrender. As with all dynamic problems, interest-rate considerations obviously 
enter into the problem of warfare among oligopolists in a recurrent market. 
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than share a monopoly profit equally with his amiable rival, then jt 
must also be granted that the first seller is hardly less irrational, singe 
he deliberately elects a zero profit rather than a one-third share of the 
same monopoly profit. But if the unaggressive first seller now becomes 
rational in this sense—that is, surrenders—the greedy second seller js 
thereby revealed as having been supremely rational. With duopolists, in 
short, it takes two to be irrational, and it also takes two to be rational, 

Accordingly, there is no uniquely rational behavior that can be spec. 
ified for an individual duopolist, even in the simplest possible situa. 
tion of equal and constant costs, since the ultimately most profitable 
behavior for one seller depends crucially on the responses of the other, 
Thus, if a tough-minded seller finds himself in a recurrent duopoly re. 
lationship with an essentially timid (or perhaps just a financially 
needy) rival, it would be irrational for him not to exploit his rival’s 
weakness. Even then, however, there is bound to be a fundamental un- 
certainty as to how far the more timid rival can be pushed. On the 
other hand, if the same tough-minded seller confronts a more worthy 
opponent, he would be well advised to pursue a less aggressive strategy. 
In either case, of course, the danger is that each duopolist may under- 
estimate the stubbornness of the other; for then warfare will ensue, 
at least until one or the other surrenders or they both compromise 
their differences in some fashion. 

The problem is further complicated, of course, by the strategy of 
“bluffing.” Thus a duopolist may succeed in gaining a bigger profit share 
than the minimum that he would actually be willing to accept if he 
can successfully convey an impression of exaggerated stubbornness. 
And indeed, the more “unreasonable” he makes himself appear, the 
more likely is this strategy to succeed, at least against certain types of 
opponents. With reference to the dubious concept of rational behavior, 
in other words, the highest rationality may consist of the appearance, 
if not the fact, of the greatest irrationality. On the other hand, the re- 
sistance of an opponent typically grows out of at least the suspicion 
that his rival may be bluffing, whether he is or not. Yet it is the essence 
of bluffing that it cannot be reliably distinguished, at least at the time, 
from the real thing; and it is this, more than anything else, that may 
breed a long stalemate. 

The foregoing analysis is not appreciably changed if the duopolists 
are free to communicate explicitly. The ability to put their demands 
and their threats into words may or may not facilitate their arriving 
at a collusive agreement. With or without verbal communication, there 
is still the same range of alternative divisions of a jointly maximized 
profit, and the same alternative of warfare when no agreement is 
reached. 

Although, for the sake of definiteness, the foregoing discussion has 
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also been based on a specific institutional procedure, its relevance is 
not confined to markets with that procedure. For example, if one or 
the other duopolist always has the opportunity of specifying his out- 
put first, this does not give him any net advantage (as it would in a 
nonrecurrent market). Rather, when the market is recurrent, either 
duopolist still has the privilege of setting up a reaction schedule as in 
Figure 2; and the same range of possible outcomes, involving either 
collusion or warfare, will still apply. Similarly, if the market happened 
to be a more or less continuous one, instead of being broken up into 
discrete periods, the same possibilities would still exist. 

Finally, even if ooth duopolists are free to improvise their own 
market procedures—for example, as between price-quoting and 
quantity-setting—the same analysis again applies. To be sure, if they 
were restricted to just price-quoting, this would pose once again the 
difficulty that, with strictly homogeneous products, the quantity de- 
manded of each duopolist is indeterminate when they both quote the 
same price. This has sometimes been interpreted, moreover, as facili- 
tating collusion.*® Actually, however, even if the mere quoting of equal 
prices in this case always resulted in an exactly even division of the 
market, a duopolist who was determined to hold out for more than 
half of the market would still be free to try to force his rival into a 
policy of quantity limitation by setting up a quantity-reaction schedule 
such as R2R2 in Figure 2. In that way, if ‘the rival is reasonably so- 
phisticated, the problem can be brought right back to the terms on 
which it has been analyzed above." 

With even the slightest product differentiation, of course, a collusive 
agreement in terms of prices comes to exactly the same thing as one in 
terms of quantities. In other words, when the duopolists’ prices are de- 
terminate for all possible pairs of their quantities and when their 
quantities sold are similarly determinate for all possible pairs of their 


“For example, Schumpeter [12, pp. 980-81, n. 25] expressed the opinion that the pure 
duopoly problem has a unique solution only when the duopolists are price-quoters and do 
not attempt to agree as to their relative outputs. 

“I thus sympathize entirely with Stackelberg’s refusal to analyze duopoly with homo- 
geneous products except with reference to quantities as the relevant independent (or 
policy) variables. Moreover, I also have grave misgivings about the glib assumption that 
the duopolists will always sell equal quantities—or equal quantities “on the average”— 
if they merely quote equal prices. Thus, are they supposed to have expectations of selling 
equal quantities solely by virtue of their existence as “firms”? And if so, could either firm 
acquire two-thirds of the market just by reconstituting itself as two firms, even without 
any change of a more tangible kind? As these questions suggest, some physical conception 
of the market and its selling outlets and procedures is really needed before one can arrive 
at a defensible concept of even the “probabilities” of patronage. Furthermore, the concept 
of “identical products” is also revealed as a logically treacherous one when sellers have 
an urge to sell more than they are able to sell at a common price; for then even the 
slightest differences in such things as a seller’s location, personality, or appearance become 
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prices, there is a perfect one-to-one correspondence between any point 
on a quantity-reaction diagram and some one point on a price-reaction 
diagram, and vice versa. Hence, even though “naive” solutions 
(Cournot or Bertrand) and “naive-sophisticated” solutions (Stackel- 
berg) differ according as the duopolists are price-quoters or quantity. 
setters, there are no such differences in the context of efficient 
collusion.” 


Warfare, however, may or may not be equivalent with price-quot- 
ing and quantity-setting, even when products are differentiated. Thus, 
when each duopolist seeks to maximize the excess of his own profit 
over his rival’s, the quantity-setting practice regularly calls for pure 
strategies in the warfare “equilibrium”—that is, definite outputs rather 
than a probability mixture of various alternative outputs. In many 
instances price-quoting warfare also calls for pure strategies; and, 
when it does, the implied warfare equilibrium is exactly the same as 
with quantity-setting, provided again that the products are at least 
slightly differentiated. On the other hand, price-quoting warfare some- 


times involves mixed strategies; and its implications are then very 
different.” 


II. Collusion under Other Cost Conditions 


1. Suppose that both duopolists have the same schedules of increas- 
ing average and marginal cost. Their contract locus is then no longer 
linear, but a curve concave to the origin, as a reflection of the fact that 


“TI am assuming here that price-quoting duopolists will both satisfy the total demands 
for their respective products at the collusive prices that they set. As Shubik has pointed 
out [13, p. 104], it may sometimes be possible for duopolists who supply a homogeneous 
product to make a greater combined profit by quoting different prices if the quoter of the 
lower price then satisfies only a portion of the total demand at that price. For example, 
if he could effectively choose which buyers to satisfy (or if the satisfied buyers just hap- 
pened to be a favorably nonrepresentative sample of all of his would-be customers), and 
if the satisfied buyers could not effectively resell to others, then he and his fellow duopolist 
could make the same kind of extra profit that a monopolist could make under similarly 
favorable conditions by a policy of price discrimination. A similar possibility might also 
exist when products are differentiated; but I ignore it here since it would drastically com- 
plicate the entire analysis. 


“With homogeneous products, price-quoting warfare may call for mixed strategies 
when both duopolists have increasing marginal costs; for, even though each warring 
duopolist then has an incentive to undercut his rival within a certain price range, he may 
have an incentive to set an appreciably higher price when his rival’s price is sufficiently 
low (provided that it would not be to the rival’s interest to satisfy the full demand at 
his low price, which depends on the precise configurations of demand and the duopolists’ 
costs); cf. [13, p. 104]. The same phenomenon may also occur with differentiated prod- 
ucts, even though differentiation tends to suppress it. Finally, if inventories are such that 
a low-price quoter can satisfy the full demand until he has a chance to raise his price 
nearer the high price quoted by his rival, this would frustrate the high-price policy and 
so re-establish the warfare equilibrium in terms of pure (low-price) strategies. On this 
interpretation, there would never be any difference between price-quoting and quantity- 
setting as long as the duopolists’ products are at least slightly differentiated. 
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collusive, increasing-cost duopolists will always produce a greater com- 
bined output (at lower average and marginal costs) than either of 
them would in the role of monopolist. Moreover, this contract curve is 
no longer a joint-maximization locus, Rather, the combined profit of 
the duopolists is then a maximum only at the midpoint of their con- 
tract curve, where they both produce equal outputs at the same mar- 
ginal cost. If anything, this would strengthen any tendency that they 
might have toward the symmetrically collusive solution. If the du- 
opolists have asymmetrical personalities, however, asymmetrical collu- 
sion may still emerge, just as in the case of equal and constant costs. 
If side payments are admissible, of course, efficient collusion then re- 
quires the duopolists to produce equal outputs; and it would then be 
the purpose of the side payments to redistribute the maximized com- 
bined profit unequally. If side payments are ruled out, however, any 
asymmetrical collusion will fail to maximize the duopolists’ combined 
profit, even when they collude efficiently in the weaker sense of ending 
up somewhere on their contract curve.”* 

2. The case where the duopolists have the same decreasing average 
and marginal costs is, I think, a realistically more important one. Then 
their contract curve is convex to the origin, as a reflection of the fact 
that a pair of collusive, decreasing-cost producers will produce a 
smaller combined output (at higher average and marginal costs) as 
compared with the profit-maximizing output of either of them alone. 
By the same token, their joint profit is maximized only at either end 
of their contract curve; and it is lower at the midpoint of their contract 
curve than anywhere else on that locus. If side payments are allowed, 
of course, efficient collusion requires one or the other of the duopolists 
to produce the entire monopoly output; and it would then be the pur- 
pose of the side payments to bring about at least a more nearly equal 
division of the maximized joint profit. When side payments are for- 
bidden, on the other hand, this cost pattern would strengthen any 
tendency that the duopolists might have toward an asymmetrical col- 
lusion; and it might even lead (especially in the additional light of the 
warfare implications to be considered below) to the complete and 
permanent exclusion of one of them from the market. On the other 
hand, amicably symmetrical collusion might still be established, 
despite its relative inefficiency. 


“Product differentiation also has much the same effect on the shape of the contract 
curve on a quantity diagram. For example, if duopolists produce symmetrically differ- 
entiated products at constant and equal average costs, their contract curve will also be 
concave to the origin; and their combined profit will again be maximized at the midpoint 
of that curve. 

*In the absence of fixed costs, a pair of producers with the same decreasing costs 
could collude efficiently even without side payments by taking turns producing. On the 
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3. If both duopolists have the same U-shaped average and marginal 
costs, the possible consequences are more complex. In general, those 
consequences vary according as the decreasing or increasing branches 
of the average and marginal cost curves have predominating influence. 

4. The principal implications when the duopolists have different cost 
curves may be adequately illustrated by the case in which they both 
have constant but unequal average (and marginal) costs. There is then 
only one joint-maximization point, at the monopoly point of the low- 
cost producer. The contract curve then connects that point with the 
monopoly point of the high-cost producer; and, in that direction, it 
implies a progressively smaller combined output as well as a progres- 
sively smaller combined profit. As to the shape of the contract curve, 
it happens to be (at least slightly) convex to the origin (though very 
nearly linear even with a relatively sizable cost difference). When side 
payments are allowed, efficient collusion naturally requires that the 
low-cost duopolist produce his monopoly output; and any side payment 
that he then makes to the high-cost duopolist is in the nature of a bribe 
to insure his inactivity in the market. Naturally, there is not evena 
faint presumption of an equal sharing of the jointly maximized profit 
in this instance. When side payments are prohibited, and the high-cost 
firm produces some positive output, efficient collusion obviously then 
requires both a smaller combined output and a smaller combined profit. 
Then, especially when the difference in the two producers’ costs is only 
moderate (relative, in particular, to the gap between the monopoly 
price and the unit cost of the low-cost producer), it is quite likely that 
both duopolists will be in fact active producers (although this conclu- 
sion also rests in part on the implications of warfare, to be considered 
below). On the other hand, it is also quite likely—if the duopolists suc- 
ceed in agreeing upon some contract-curve solution—that the collusion 
point on which they agree will be at least somewhat closer to the low- 
cost producer’s monopoly point than to the high-cost producer’s. 

In all such different-cost cases, of course, there is no such thing as 
“symmetrical collusion.” Thus, if both producers were to end up with 
equal profits, that would require the high-cost duopolist to produce the 
larger output; and if they were to divide the market equally, that 
would imply a larger profit for the low-cost producer. Actually, how- 
ever, since the low-cost duopolist is likely to hold out for a larger out- 
put than his rival’s, there is no particular presumption that either of 


other hand, there are obvious difficulties about this in view of the interdependence of 
each firm’s costs from one period to another, owing to the fixed costs of durable equip- 
ment and organization. It is in the light of these considerations that I visualize both 
duopolists as active producers when they collude without side payments. 
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the foregoing special solutions would emerge as the solution. More- 
over, no particular point on the asymmetrically curvilinear contract 
curve stands out with any remotely plausible obviousness as being the 
most eligible collusion point. 

It then also follows that no particular collusive-equilibrium price 
can be predicted. In the case of unequal but constant costs, to be sure, 
the closer a collusion point is to either producer’s axis, the closer will 
be the price to his monopoly price; but that merely limits an efficiently 
collusive price to the range between the two producers’ monopoly 
prices. As corollaries of these observations, it further follows that 
simple “output leadership” is not likely to constitute more than ap- 
proximately efficient collusion. Thus, if it is either explicitly or tacitly 
agreed only that one duopolist will keep his output in some constant 
ratio to the other duopolist’s, the latter would then have the motive 
to make the combined output the same as his own monopoly output. In 
turn, this would make the combined output either too large or too small 
for precisely efficient collusion, according as the high-cost or low-cost 
producer was the output leader. In other words, efficient output leader- 
ship would call for a more complex formula relating the outputs of the 
unequal-cost duopolists—and a different formula for every alternative 
point on the contract curve. Simple price leadership, of course, would 
again imply an indeterminacy of individual outputs (if it merely con- 
stituted an agreement to charge the same price); and, if accompanied 
by an agreement fixing the ratio of outputs, it would then amount to 
the same thing as simple output leadership.” 

5. Little can be profitably said in a general way about the cases in 
which costs are both nonconstant and different, except that they may 
exhibit any of the features already mentioned in the preceding separate 
discussions. In particular, however, when the duopolists’ average and 
marginal costs are both unequal and decreasing, this puts the low-cost 
producer in an even stronger position. On the other hand, when the 
duopolists’ average and marginal costs are unequal and increasing, 
there is then likely to be a single joint-maximization point at which 
both duopolists produce positive but unequal outputs." 

“It should be appreciated that “leadership” is being used here in the same sense as in 
the familiar phrase, “price leadership,” rather than in the quite different Stackelberg sense. 
Stackelberg’s usage implies that the “leader” (or “active” strategist) fixes his output (or 
price) and then allows the “follower” (or “passive” rival) to set his output (or price) at 
whatever level will maximize his own profit. When output is the relevant independent 
variable for both producers, “leadership” is almost always the more advantageous role, 
but followership is typically the more advantageous when the duopolists are price quoters 


[5, pp. 110-13]. In neither event, however, does a Stackelberg equilibrium result in even 
approximately efficient collusion (save in certain degenerate special cases). 


t~; a numerical illustration of this case, with most of the extant duopoly “solutions,” 
see [7]. 


| | 
| | 
e | 

t 

4 

all 

y | 

le 
nt 

ye 

it 

a | 

en 

it. 

ly 

ly 

at 

ed | 

on 

as 
ith 
he 
at 

ut- 

of 

| 

| 


950 THE AMERICAN ECONOMIC REVIEW 


III. The Anatomy of Warfare 


I have nominated as a central warfare hypothesis that each duopo. 
list may adopt the strategy of maximizing the algebraic excess of his 
own profit over that of his rival. When this policy is followed by both 
suppliers of a homogeneous product, the key implications of the re. 
sulting warfare are relatively easy to deduce for all shapes of demand | 
and cost curves. Thus, let us denote the demand-price function 
bP = p(g) = P(g: + gz), and the total-cost function of the duopolists 
as = Ci(q:) and C2 = C2(qgz), respectively. In the following operg. 
tions, the duopolists’ marginal costs (dCi/dg: and dC:/dq2) will be | 
more simply designated as m: and mz, respectively. Furthermore, ip 
view of the simple additive relationship of g: and q2 in the demand 
function, use will be made of the fact that 0p/0q: = 0p/0g2 = dp/dg, 
The first duopolist is then assumed to maximize: 


mi — = + g2)qi — Cilgi) — + 92)g2 + Ca(q2). 
Differentiating this equation partially with respect to g: and setting 
the result equal to zero, we obtain: | 


dp 
— m + — (qi — gz) = 0. 
dq 
Similarly, when the second duopolist maximizes =. — 71, | 
d 
= 0. 
dq 


These two equations correspond to the duopolists’ warfare-reaction | 
schedules, such as the third branches of the RiR: and R2R: schedules 
in Figure 2.* In general, moreover, since p, dp/dq, m: and mt are all | 
functions of either or both qg: and q:, these two reaction equations are 
presumptively sufficient to determine the two warfare-output u- 
knowns, and q:.”” 


™ When a duopolist’s warfare output is a constant, independent of his rival’s output (s 
in that special case), it is always his monopoly output; for, when gq, is zero, the maximir 
ing of x, — x2, is the same as maximizing 2,. This is always the case, moreover, wher 
ever demand is linear and each duopolist’s cost depends only on his own output. Thu, 
when p= h — k(q: + q:), such that 


and hq: kq? — kqiq: — C:(q2), 

the only term involving both g; and q: in each of these profit functions drops out wha 
one of them is subtracted from the other. Hence the maximizing of 1 — 7; 

only on 


* When x: — ~ is being maximized by one producer and minimized by the other, ths 
type of warfare is in effect a two-person zero-sum game. At least with quantity-setting 
and ordinary demand and cost functions, moreover, the solution involves pure strategs, 


rather than the mixed strategies that are stressed in the general theory of two-peri 


zero-sum games. 
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Furthermore, when both duopolists follow this warfare strategy, we 
may add the two preceding equations, to obtain this key implication 
of their warfare: 

m, + ms 
2 


In short, this type of warfare implies that the price will be equal to the 
arithmetical mean of the duopolists’ marginal costs.” 

Similarly, we may also discover the implied relationship between 
their warfare outputs by substituting the last equation in either of the 
two preceding ones: 


1 dq 
mz). 


This tells us not only that the duopolists’ warfare outputs will be the 
same when they have the same marginal costs, but also that the du- 
* Although limitations of space force me to confine the present discussion to the case 


of duopoly, it might be extended to cases of three or more oligopolists. With m cligopol- 
ists, the present type of warfare would call for the ith man to maximize: 


yr 


In the special case where all of the oligopolists have constant and equal average costs, 
this warfare would again yield zero profits for all; and in general it is warfare of the 
type that corresponds to a symmetrical m-person zero-sum game, played noncooperatively 
—ie., with coalitions effectively prohibited. In general, this type of warfare implies that 
p= (m+ m+ ...-+ m,)/n. With three or more oligopolists, on the other hand, the 
possible relevance of coalitions among some of the warring parties constitutes a major 
complication not present in the two-person game, 

Product differentiation always softens the violence of this type of warfare. Thus, if each 
of oligopolists has a demand-price function of the form = where 
< <0, and a cost function of the form C, = C,(q:), the maximizing of 
the expression in the preceding ee with respect to q; implies that: 


opi Opia 
Opin Opn 
+ + +05") 0. 


By adding these equations for all of the oligopolists, we may see that the sum of their 
prices exceeds the sum of their ere costs in the warfare “equilibrium” : 


opi 


4 
+3) 
In the special case where all of the oligopolists have the “same” demand and cost func- 
tions, the symmetrical warfare equilibrium implies that, for each duopolist : 
_ 


n—1 
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opolist with the lower marginal cost will produce the larger warfare 
output (since the slope of the demand curve is negative). Specifically, 
the difference in their outputs will be proportional to the difference jp 
their marginal costs, the factor of proportionality being half the re. 
ciprocal of the demand curve’s slope at the warfare point. The aboye 
relationships also show that the price and the outputs of the warring 
duopolists depend only on the product demand and their marginal 
costs. 

The fact that the duopolists’ warfare price equals the average of 
their marginal costs implies, of course, that it will equal the marginal 
cost of each producer whenever they both have the same cost curves” 
As in the earlier basic illustration, this also implies a warfare price 
equal to average cost whenever the latter is constant. When both du- 
opolists have the same nonconstant average costs, however, their war- 
fare price will be either greater or less than average cost, according as 
the latter is positively or negatively sloped. Similarly, when the duopo- 
lists have constant but unequal costs, their warfare price will be mid- 
way between their average costs; and the low-cost producer will make 
a positive profit per unit equal in magnitude to the negative profit per 
unit of the high-cost producer (on outputs that are unequal, however, 
in accordance with the last of the above equations ).** 

The losses that this type of warfare would inflict on the high-cost 
producer in the latter case, and on both producers when they have 
the same (or not too different) schedules of decreasing average cost, 

* Just as this type of warfare happens to fulfill the purely competitive (more broadly, 
the welfare-efficiency) condition of price equal to each producer’s marginal cost when 
they have the same cost curves, so does it entail a systematic social inefficiency when 
they have different costs. Specifically, the low-cost duopolist then produces too little 


(price exceeds his marginal cost) and the high-cost duopolist produces too much (price is 
less than his marginal cost). 

It is no doubt surprising that a purely competitive equilibrium (with simple profit- 
maximizing by many rivals) may thus be identical to warfare between duopolists (with 
each;maximizing the excess of his profit over his rival’s). In pure competition, the in- 
ability of the individual competitor to affect the price also implies an inability to affect 
his rivals’ profits. Hence maximizing his own profit is then the same as maximizing the 
excess of his profit over any weighted average of theirs. 

* Thus the present type of warfare may or may not be “predatory” or “cut-throat,” in 
the sense of inflicting losses on either or both of the participants. Specifically, when they 
have the same schedules of constant or increasing costs, their warfare profits are either 
zero or positive, respectively; and it is then rather clearly in the social interest that such 
warfare continue. Conversely, when the duopolists have identical costs, warfare inflicts 
losses on both of them only when their average costs are decreasing; and it inflicts losses 
on just one of the decreasing-cost producers only when his costs are sufficiently higher 
than his rival’s. In both of these cases, social efficiency requires only one active producer; 
so it is then at least questionable whether the duopolists’ “cut-throat” competition should 
be discouraged as a matter of public policy. In these cases, even an unregulated monopoly 
equilibrium is more favorable to the general public than a duopoly solution with divided 
production anywhere on the duopolists’ contract curve. 
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are noteworthy, especially in view of the casual assumption, frequently 
encountered in oligopoly discussions, that no one would be willing to 
suffer a loss “indefinitely.” In opposition to that view it should be 
pointed out, first, that a firm may well be technically able to sustain 
such a loss. Thus, even a constant loss suffered to eternity has a finite 
negative present value when discounted at a positive rate of interest; 
so a firm need only have assets from which its annual return would be 
equal to its annual warfare loss in order to be at least able to with- 
stand such warfare indefinitely. And if able, a “rational” duopolist 
may also be perfectly willing to stand such protracted losses—and in 
any event he will be eager to create the impression of such a willing- 
ness—if he has any reason to believe that he will thereby coerce his 
reluctant rival into an efficient collusion sufficiently more favorable to 
himself as compared with the pact that he could get immediately. In 
short, there is nothing sacred about the zero point that divides profits 
and losses. Whatever the algebraic sign of a duopolist’s profit in a war- 
fare situation, the fact remains that he is still receiving a profit that is 
less than what he could receive by surrendering. Hence, if it is rational 
to refuse to surrender when suffering merely a reduced positive profit, 
it need not be any less rational to make the same decision even when 
pushed by warfare below the point of zero return.” 

If only with respect to a possible inability to withstand prolonged 
losses; however, the difference between an outright loss and a merely 
reduced positive profit may then be decisive. For example, if a pair of 
duopolists with the same (or not too different) increasing average costs 
should both adopt the present war strategy, neither could ever drive 
the other entirely out of business, since even warfare would then leave 
both of them with positive profits. Hence, this is a case in which the 
relevant range of contract-curve solutions would indeed be narrower 
than the contract curve as a whole. When both duopolists have the 
same decreasing average costs, however, such that the present type of 
warfare would inflict a loss on each, an inability or reluctance of either 
to stand that loss would force him into at least a partial surrender. 

* Moreover, even when a duopolist who would be forced to suffer losses during a war 
does not have sufficient assets of his own with which to bear those losses, he might still 
be able to persuade entirely rational outsiders to supply him with the extra equity capital 
that he would need—provided, of course, that he could find outsiders who shared his con- 
viction that the mere threat of prolonged warfare would be sufficient to terminate it 
profitably. If this were not true, and if either or both of the duopolists had insufficient 
assets for indefinitely prolonged warfare, it might then be plausibly argued that the war- 
fare could be rationally terminated by a negotiation in which the duopolists simply com- 
pared their assets in order to determine which one of them would be forced to surrender 
first. Such considerations, bearing on both the objective ability and the subjective willing- 


ness of duopolists to stand the costs of warfare, enter into the game-theory analysis under 
the heading of the duopolists’ “utilities” of money. 
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Thus, as the timid duopolist contracted his output in an effort to 

his loss, he would thereby allow an even greater algebraic increase jy | 
the profit of\his hardier rival; and, if the timid one was indeed able ty 
get back to a zero profit before his output was reduced to zero, his rival 
would thereupon be making a necessarily positive profit. This foll 
of course, because the duopolist with the higher output and the lowe 
unit cost would then be selling it at the same price that enabled the 
timid duopolist to break even. On the other hand, if the timid duopolig 
could not cover his average cost at any positive output when his rival 
produced his monopoly output, a reluctance to suffer any warfare los 


would then require a permanent exit from production.** 


On the other hand, if both duopolists seem to be both able and wil. 
ing to stand the costs of war indefinitely, and more specifically if they 
can convince one another of their mutual stubbornness, then the pres. | 
ent warfare hypothesis also provides some possible clues as to the terms 
on which “reasonable” men might be willing to terminate that warfare, 
or perhaps avoid it altogether. Thus, since each duopolist experiences 
certain profit or loss at the warfare point, a fairly obvious arbitration 
rule might be to move to that point on the collusion locus that would 
give the duopolists equal increments of profit. When the duopolists 
have the same costs, of course, this would yield the symmetrical collu- 
sive solution—with either an equal sharing of the jointly maximized 
profit if side payments are permitted, or an equal sharing of profits at 
the midpoint of the contract curve if side payments are either pro- 
hibited or unnecessary. When the duopolists have different costs, the 
same rule has less trivial, though equally definite, results. Then the 
duopolists, having presumably different profits at their warfare point, 
would maintain that same profit differential in moving to the relevant 
collusion locus.*° 


“This case, incidentally, is one that Bain would classify as “blockaded” entry, wher 
the monopolist maximizes his profit at a price below the level that would invite entry, 
at least to the extent that Bain (like Cournot) hypothesizes that the would-be entrant 
would assume an existing producer’s output to be a constant in the face of attempted 
entry [1, esp. pp. 22 and 98-99]. Bain’s conclusion, however, is not general. In the present 
case, there is no inherent reason why a sufficiently determined rival might not attempt to | 
force even an entrenched monopolist to share the market with him at a price above th — 
monopoly level; and, what is more, there is no inherent reason why he might not succeed | 
It should be realized that a collusive duopoly price is always above the monopoly prit 
of at least the low-cost producer when both duopolists produce at decreasing margiml 
cost. 

*On the other hand, especially if there are wide disparities in the duopolists’ costs and 
side payments are prohibited, it may be impossible for the high-cost producer to avoid | 
a loss at the collusion point in question. In that event, the present arbitration rule woul 
call for his permanent exit from the industry, which is not necessarily implausible in th 
light of his strong cost disadvantage. With side payments permissible, however, the sam , 
duopolist might qualify for a positive profit by that route. Finally, a really embarrassing _ 
case for the present arbitration rule would be one in which both doupolists have simi 
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This type of movement from the warfare point to the collusion locus 
would strictly justify the present type of warfare strategy. With each 
man’s collusion and warfare profits denoted by the superscripts c and 
w, respectively, the suggested arbitration rule implies that ™:° — ™:° = 
— or, equivalently, 71° — = =,” — m2”. Accordingly, since 
the duopolists have squarely conflicting interests as to ™:° — %2°, the 
same conflict applies to 7:1” — 72”. In short, if the duopolists first play 
at least a hypothetical warfare game in which the first maximizes 
7,” — m2" and the second minimizes that magnitude, each will thereby 
attain his best possible position for the anticipated movement to the 
collusion locus. In other words, if the first duopolist should fail to 
maximize 7,” — *.", or if the second should fail to minimize that 
magnitude, the deviant strategist could only reduce the collusive profit 
that he ultimately receives.” 

Other similar arbitration “rules” can also be devised. For example, 
the duopolists, in moving from their warfare point to their collusion 
locus, might agree to keep constant the absolute difference, or perhaps 
the ratio, between their outputs; or they might ignore the consequences 
of warfare and settle for maintaining the absolute difference, or again 
the ratio, between either the profits or the outputs that would be im- 
plied in their respective equilibria as monopolists.” 


decreasing costs so nearly tangent to industry demand that it is impossible for both to 
produce at a profit simultaneously. This difficulty could be resolved if the duopolists 
could employ some chance mechanism to determine which of them should be the sole 
active producer in any given period (as Nash specifies); or it might be resolvable in a 
recurrent market even by tacit agreement if it is feasible for each duopolist to be the 
sole active producer some appropriate fraction of the time (see above, n. 15). 

*This solution is identical to Nash’s in special cases, notably when the slope of the 
profit frontier at the collusion point is dx,°/dm,° = —1 and both duopolists’ utilities are 
linear functions of their profits. (This is illustrated in the side-payments case in [7].) In 
general, substituting utilities for profits in the above notation, Nash specifies a linear path 
from the threat (or warfare) point to the collusion point with a slope of (us* -- u.")/ 
t°— 1%") =a, where the slope of the utility frontier at the collusion point is du.*/ 
du,° = — a. (For Nash's rationalization of this, see [8] and [10].) Hence, since the duop- 
olists have conflicting interests as to au,“ —u:°, this implies a similar conflict as to 
au,” — u.". The latter, accordingly, is the magnitude maximized by the first man and 
minimized by the second in the hypothetical warfare (or threat) game, as a preliminary 
to the indicated linear movement to the collusion point. 

*I refrain from suggesting that the duopolists might reproduce on the collusion locus 
the same ratio of profits as at the warfare point, for the obvious reason that either or 
both of the duopolists may well have negative profits during warfare. 

It may also be at least provocative to point out that, in an example which I have used 
in my classes, involving linear demand and constant but unequal costs, all of the ab- 
solute-difference criteria mentioned here happen to be simultaneously satisfied. With the 
demand p= 20—q and the respective unit costs of c, = 4 and c:=6, the duopolists’ 
monopoly and warfare outputs are alike g: = 8 and g:=7 (with a difference of 1); and 
their monopoly profits are = 64 and 49, as compared to warfare profits of 
% =8 and x, = —7 (each reflecting an algebraic difference of 15). It then follows that 
any one of the absolute-difference rules suggested here would lead the duopolists to the 
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Similarly, the particular warfare hypothesis that I have been cop. 
sidering is also subject to variations. It is relevant only when each war. 
ring duopolist is consistently willing to reduce his own profit bya 
dollar whenever he can thereby reduce his rival’s profit by a greater 
amount. On the other hand, if either duopolist is either more or less 
aggressive than this, his warfare-reaction schedule will be different. For 
example, suppose that the first warring duopolist is consistently will. 
ing to reduce his own profit by a, times a dollar whenever this woul 
reduce his rival’s profit by more than a dollar. He would then be more 
or less aggressive than he was on the initial hypothesis according as g, 
is greater or smaller than 1. Moreover, this would imply a policy of 
maximizing 7: — @:%2. Then, as a: approached zero, this would reflect 
a growing timidity or distaste for warfare; and, if a: should equal zero, 
this would represent the extremely timid, though not entirely pacifist, 
policy of simply maximizing his own profit, without regard to the effect 
on that of his rival. Toward the other extreme, as a: rose above 1, this 
would reflect a growing aggressiveness or vindictiveness; and, if a: were 
to approach infinity, this would represent an approach to a policy of 
unlimited war, in which the warring party was willing (and able) to 
suffer any loss to himself, no matter how great, in order to inflict even 
the slightest damage on his opponent. In the limit, in short, this would 
reflect a policy of minimizing his rival’s 2, without any regard what- 
ever for the effect on his own 7:. Needless to say, high values of a 
become increasingly implausible, if only because of the limited actual 
and potential resources of any warring party. Conversely, the corre. 


point on their contract curve where g: = 4% and g:= 3% (with a difference of 1), and 
where m= 36% and a:.= 21% (with a difference of 15). Moreover, this is the only 
point on the contract curve, other than the monopoly points at either end, where both 
duopolists’ outputs and profits happen to be rational numbers. Finally, the sum of the 
duopolists’ outputs at this point on their contract curve happens to equal just half the 
sum of their warfare outputs, and likewise the simple average of their separate monopoly 
outputs. Hence the price to consumers (p= 12%) is also the simple average of the 
duopolists’ respective monopoly prices (p= 12 and p= 13). I realize that all of thes 
implications are the consequence of the pervasive linearities of the example; but it is 
difficult to resist the temptation to become at least somewhat mystical in the presence of 
so many surprising coincidences. 

As at least a cautioning noncoincidence, however, Nash’s more subtle logic gives a dif- 
ferent result, more favorable to the low-cost duopolist. When side payments are permitted, 
on the other hand, his reasoning and mine do lead to the same conclusion: the low-cost 
producer’s monopoly profit of 64 is divided into the shares, 1, = 39% and x, = 244% 
(with a difference of 15). In Nash’s analysis, there is a consistent and perhaps universal 
implication that is quite paradoxical: the low-cost producer seems always to get a lower 
absolute (as well as relative) profit when side payments are permitted, as compared to 
his profit when they are prohibited. The introduction of the mere possibility of side pay- 
ments so enhances the bargaining power of the high-cost producer, so to speak, that the 
low-cost producer is made worse off by the very rule change that allows the joint profit 
of the two together to be increased to its maximum. On my alternative hypothesis, both 
duopolists share equally in the extra profit that the side payments allow. 
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sponding range of alternative warfare policies for the second duopolist 
would consist of his seeking to maximize *2 — a@2™,. 

It will be sufficient to illustrate the implications of various values 
of a: and az with reference to our initial example of linear demand 
and constant and equal costs. In that example, 


— = 24g, — — (1 — a1) qige— 24a1g2 + 
This expression is maximized with respect to g: when 
ga =12+% (a — 1)q2. 
Similarly, when the second duopolist maximizes 2 — a2™:, 
gz = 12 + Y% (a2 — 1)qu. 


For any values of the constants a, and a:, both of these equations 
are linear. Furthermore, they would correspond to the third branches 
of the three-segmented reaction schedules that were labeled RiR: and 
R:R:2, respectively, in Figure 2. Thus the third branches (where 
q: = 12 and g: = 12, respectively) correspond to our present equa- 
tions when a: and a» are both equal to 1. When those constants are 
either greater or less than 1, however, the third branches of R:R: and 
R:R: in Figure 2 would have to be replaced with lines that would be 
other than perpendicular to the respective axes; and they would thus 
have different points of juncture with the respective second branches 
of R:R: and R2R:. 

From the standpoint of the first duopolist, the various W. schedules 
that are shown in Figure 3 illustrate the implications of various values 
of a:. In particular, the superscripts of these alternative W: schedules 
reflect the alternatively assumed values of a:. Thus, when a: = 1, the 
vertical schedule W:' corresponds to the third branch of R:R: as 
actually depicted in Figure 2. When a: = ™%, by contrast, the schedule 
W,* then reflects a more timid warring attitude—and an earlier and 
lower limit on the warring propensity that is expressed in the second 
branch of the schedule Ri: in Figure 2. Even when a: = 0, however, 
some warring element still remains in the reactions of the first duopo- 
list; for, as we may see in Figure 3, the schedule W,° remains steeper 
than the contract line (Ct). Indeed, since W,° reflects the policy of 
maximizing just *, for any given value of q:, it is the same as this 
seller’s Cournot-reaction schedule. Thus the first duopolist does not 
necessarily surrender to whatever demand for a contract-curve solu- 
tion his rival may be asserting against him, even when he timidly sets 
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a, = 0.* Finally, the schedule W,’ illustrates the more aggressive war- 
ring attitude that would be implied by a: = 2. 

The only warfare-reaction schedule of the second duopolist actually 
illustrated in Figure 3 is W.', corresponding to the value of az = 1. 
The points where this schedule intersects the various W: schedules 
thus illustrate the contrasting consequences that the different a. values 
may have. In particular, when a2 = 1 and a; < 1, both duopolists make 
positive profits even in the midst of their warfare, but the more timid 
first duopolist makes a smaller profit than his rival. In this sense, the 
selection of a: < 1 is the equivalent of a partial surrender, at least by 
contrast with a: = 1; yet it is also a not implausible type of decision 
when a man is not willing to surrender completely but still wants to 
limit his warfare losses. When a2 = 1 and a: > 1, however, both du- 
opolists make losses, and the more aggressive first duopolist makes 

™ If the second duopolist’s reaction schedule is R2R: in Figure 2, and if the first duop- 
olist’s R.R: schedule in that diagram is “cut off,” so to speak, by an alternative third 
branch corresponding to W;° in Figure 3, the implied warfare “equilibrium” would happen 
to occur at the juncture of the second and third branches of R:R:—where q: = 6, g: = 12, 
%; = 36, and = 72. Thus even the timidity that is implied by a: =: 0 does not neces- 
sarily imply acceptance of the second duopolist’s proposed collusive equilibrium at the 
point C; in Figure 2—where g:= 4, 8, ™ = 48, and m= 96. In other words, a 
surrender to that demand of the second duopolist requires a separate decision, irrespective 
of the a; value that the first duopolist might select as the limit on his own propensity to 
wage war. 
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the bigger loss. It is hard to see, therefore, what he might be seeking 
to gain by this ultra-aggressive strategy. To be sure, he might be adopt- 
ing it in an effort to emphasize his insistence on being allowed to produce 
the larger output, even though it is possible to make that demand 
without standing ready to incur losses larger than those of one’s rival.” 
Or he might be interpreted as trying to exhaust his rival’s limited assets 
the more quickly, even though (at least in the present case of equal 
and constant costs) his rival can always protect himself against losses 
if he is so inclined, without allowing the more aggressive strategist to 
make any profit.*° At least in the present case, therefore, I conclude 
that, even though values of a: < 1 may well be plausible, values of 
a: > 1 are not, except possibly in conjunction with values of a2 < 1.” 
In cases of other than constant and equal costs, however, there may 
well be more plausible scope for the more aggressive strategies. 
Finally, if each duopolist’s “marginal propensity for warfare” varies 
with his own and his rival’s profit, a: and a2 would no longer be con- 


* Compare, for example, the attitude implicit in the R:R: schedule in Figure 2. 


” Consider, for example, the above-mentioned strategy (n. 5) of limiting one’s warfare 
simply at the locus where x = = 0. In terms of the present warfare-reaction sched- 
ules, both duopolists will also make zero profits whenever aia: = 1; for then the W:; and 
W: schedules intersect at a point on the zero-profit locus. 

When a: = 1/a:, the second duopolist’s warfare policy of maximizing a, — a., is the 
equivalent of minimizing ™ — a.m, which his rival is seeking to maximize. Hence this 
is the general case of warfare as a two-person zero-sum game. It is also the type of hypo- 
thetical warfare implied by Nash’s analysis when both duopolists’ utilities are linear func- 
tions of their profits (see above, n. 25). 

When a: = ad, = 1, it was shown above (pp. 950-51) that warfare implied = (m, + 
m:)/2. More generally, when a3 = 1/a:, it can be similarly shown that p = (m, + a:m:),’ 
(1 + a;); that is, price is a weighted average of the duopolists’ marginal costs, approach- 
ing m, as a, declines toward zero. 

In the corresponding zero-sum warfare among n oligopolists (with no coalitions—cf. 
above, n. 20), the first man maximizes: 

1 


(our: + + + aura); 
the second maximizes: 


(n + Qum + 


— 
a—1 
and so on. The price implied by this warfare is again a weighted average of all the oligop- 
olists’ marginal costs, specifically : 
pam tomtom t 
1 + + + +++ + 


™ As implied in the preceding footnote, both duopolists’ profits are positive when aia. < 
1, Therefore, not only may the first duopolist (for example) protect himself against 
a loss by reducing a, when a; > 1, but he may also force his rival (and himself) to make 
a zero profit by increasing a, sufficiently when a: << 1. Thus it is only when aa > 1 that 
values of a; > 1 seem rather pointless. In view of this conclusion, it is only a matter of 
academic interest that, were both duopolists ultra-aggressive (with a; and a; both greater 
than 1), there might not even be a determinate warfare “equilibrium.” That is, the W: 
and W, schedules intersect only when (a: — 1) (as — 1) < 4. 
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stants, but functions of *, and-*2; and the warfare-reaction schedules 
analogous to W: and W. in Figure 3 would then become curvilinear. 
Even in that event, however, there would presumably still be a definite 
warfare “equilibrium,” with definite equilibrium values of a: and a; 
and it would therefore still be possible to calibrate the degrees of 
aggressiveness on both sides in terms of those values. 


IV. Conclusion 


In this paper I have first discussed and illustrated, in Section I, a 
method by which each duopolist may convey to the other both his de. 
mand for a certain collusive profit and the threat of the warfare he 
would be prepared to wage, if necessary, to enforce that demand. The 
central concept in that exposition is a reaction schedule whose three 
segments successively reflect (1) the collusive equilibrium proposed, 
(2) a warring response if that offer is refused, and (3) a limiting in. 
fluence on the severity of the warfare. Although the discussion was 
primarily based on an assumed absence of verbal communication, the 
same elements would inevitably be involved in explicit negotiation as 
well. In general, the outcome may be collusion on some set of terms 
within a wide spectrum of possible ones or, if the duopolists persist 
in mutually incompatible demands, a state of warfare. Although the 
basic exposition concerned a homogeneous product produced at con- 
stant and equal costs, the technique is applicable with differentiated 
products as well and under various cost conditions, some of the dis- 
tinctive implications of which were indicated in Section II. 

When the duopolists are unable to agree on a collusive solution, the 
possible types of warfare that may then be waged were analyzed in 
Section III. The central hypothesis proposed was that 7: — *. might 
plausibly be maximized by the first warring duopolist and minimized 
by the second. The consequences of this type of warfare were than 
spelled out for a wide variety of demand and cost conditions. As its key 
implication, the warfare price is equal to the arithmetical mean of the 
duopolists’ marginal costs when their products are homogeneous, and 
it is higher than that when their products are differentiated. This type 
of warfare is strictly justified from the point of view of both parties 
if the warfare is then settled by a movement to the collusion locus 
yielding the duopolists equal increments of profit. 

A more general framework for the analysis of warfare was also pre- 
sented. Thus, if the ith duopolist is willing to reduce his own profit by 
a; times a dollar whenever this would reduce his rival’s profit by more 
than a dollar, his warfare policy then implies a maximizing of 
= — aiz;. His warfare is then more or less aggressive than in the 
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initial case according as ai is greater or less than one. It would further 
seem that ai is more likely to be less than one rather than greater. 
My central hypothesis as to “plausible” warfare and a “reasonable” 
formula for settling or avoiding it cannot be established as empirically 
relevant, of course, on the basis of purely logical speculation. It is a 
hypothesis that can be tested, however, both in “games” that simulate 
duopoly and conceivably in real markets as well. Even if this hypothe- 
sis proves to be wide of the mark, the framework suggested here will 
remain useful for calibrating observed behavior both in states of actual 
warfare and in the agreements by which warfare is settled or avoided. 
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ANNUAL AND LIFETIME INCOME IN RELATION 
TO EDUCATION: 1939-1959 


By HERMAN P. MILLER* 


Nearly one-quarter of a century has elapsed since Harold F, Clay | 
and his colleagues produced their pioneer study on life earnings 
selected occupations [5]. Clark expressed the hope that his rough pp 
cedures would be improved upon with time and that the figures wou 
be recalculated at least annually. Aside from a relatively few attemps 
however, the challenge has not been taken up by contemporary econ. 
mists or statisticians despite an increased need for such information, h 
part, this neglect must be attributed to a lack of data. Although a va 
amount of data can be found on hourly, daily, or weekly wages fr 
many skilled trades, information on annual earnings, which are use 
as a basis for computing lifetime earnings, is still quite scarce. The pi 
ture has changed somewhat as a result of the past two decennial ca. 
suses and the annual income surveys conducted by the Bureau of tk 
Census since 1945. It is the purpose of this study to examine the ree 
tionship between income and education as revealed in these data, Th. 
first two sections consider the findings with regard to annual incom. 
and the third section presents some newly developed data on lifetim 
income for men with different amounts of schooling. 

Although the material gains of an education have been selected in| 
study, the intent has not been to slur the more subtle satisfactions tht 
come with greater educational attainment. The cultural and social at | 
vantages associated with more schooling may well be worth their ct | 
in time, money, and effort, even if the economic advantages shoul 
cease to exist. The only justification for focusing on the economic at 
vantages is that at present they are the only ones capable of | 
proximate measurement. 

Since the present study makes no allowance for the individual av 
social costs incurred in the completion of additional schooling, thet 
come gains associated with greater educational attainment, as showni 
this report, are overstated. Even if allowance were made for these cost, 


* The author is staff assistant to the Director of the Bureau of the Census. He gmt 
fully acknowledges the assistance of Mary F. Henson, Arno Winard, and Herbert Ky. 
Helpful comments were also received from D. S. Bridgman, National Science Foundati«. 
and Stanley Lebergott, Bureau of the Budget. 
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however, the evidence available from recent studies suggests that an in- 
yestment in schooling pays, on the average, a better return than most 
other investments.* 

There is one further caution to be noted. Although the figures show 
that, on the average, there is a monetary return to the individual for 
an investment in education, there is no guarantee that such an invest- 
ment will earn this rate of return in any given case. This fact seems 
obvious, but it is often ignored. In 1958, for example, about 2.7 million 
men with college degrees had incomes under $7,000 whereas 1.9 mil- 
lion high school graduates received more than this amount [21]. How 
can we explain the relatively low incomes of so many highly educated 
men and the higher incomes of so many men with relatively little edu- 
cation? The answer lies partly in response errors which abound in the 
reporting of income and education in household surveys and censuses;* 
but the differences cannot entirely be swept under the rug by attribut- 
ing them to errors in the statistics. The major part of the explanation 
must be sought in differences in the quality of education, the abilities 
and efforts of individuals, and many other forces that impinge on the 


__. observed relationship between income and education. Many intelligent 


individuals never get as much schooling as they should, and too many 
individuals with relatively low intelligence get more schooling than they 
should. Training completed at inferior schools cannot be equated with 
equal amounts of time spent in training at excellent schools. For these 
and many other reasons it would be fallacious and perhaps even harm- 
ful to draw inferences about individual cases from the evidence pre- 
sented here for the general population. 


I. Annual Income in Relation to Education: 1939-1958 


Numerous studies, conducted under varying economic conditions, 
have shown that persons with more schooling tend to earn more money. 
This relationship seems reasonable if it is assumed that the attainment 
of more schooling, particularly at the secondary school and college 
level, in some measure improves the productivity of the individual and 
thereby compensates for the investment of time, effort, and money. On 
the other hand, it is by no means inevitable that money invested in 
education will necessarily pay dividends or that the rate of return will 


* This conclusion is based largely on [16]. See also [1] and [12]. 


* There is evidence that when a given set of questions on income or education is asked 
for an identical group of persons in surveys conducted several weeks apart, there are 
marked variations in the replies that are received. These variations contain overestimates 
as well as underestimates and they tend to cancel each other, leaving the resultant dis- 
tributions unchanged. Although variability of response does not appear to create serious 
problems in one-dimensional distributions such as of income alone, it does tend to produce 
distortions when cross-classifications are considered. 
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be constant over time. There is always the possibility, indeed the proba. 
bility, that the higher incomes of those with more years of schooling 
are due in part to differences in intelligence, home environment, fami 
connections, and other factors which result from individual differences 
in ability and opportunity. Therefore, to some extent, the observed re. 
lationship between schooling and earnings may be a spurious one, It is, 
of course, difficult if at all possible to measure the extent to which these 
extraneous factors enter this relationship. There is, however, some eyi- 
dence that “ability” as measured by scholastic achievement is highly 
correlated with earnings.* 

Economists have also long argued that earnings differentials could be 
reduced by an increase in education. Von Thiinen was one of the earliest 
proponents of the use of educational policy as a means of reducing 
income differentials. In 1826 he asked “why in a competitive organiza- 
tion the incomes of manual workers remained persistently so far below 
the incomes of manufacturers and farmers.” His explanation was that 
“manual workers were lacking in the elements of school knowledge 
without which, in spite of any other qualifications, it was impossible to 
be an entrepreneur” [7, pp. 745-46]. In 1887, Marshall also saw in 
education the beneficent possibility for narrowing wage differentials. 
More recently, Seymour Harris, noting the rapid rise in the extention 
of higher education, has expressed concern about the possibility that 
the persistent increase in the supply of college-trained workers will so 
flood the market that “college students within the next twenty years 
are doomed to disappointment after graduation, as the number of 
coveted openings will be substantially less than the numbers seeking 
them.” [11, p. 64]. The same concern has been expressed by several 
noted educators including James B. Conant [6, p. 198]. 

During a relatively short period, such as that considered in the pres- 
ent report, the tendency for education to result in a reduction of in- 
come differentials could be more than offset by an increase in the de- 
mand for the services of skilled workers due to technological changes 
in the economy. Since the supply of skilled workers, particularly those 
with college training, has increased considerably during the past gen- 
eration, we shall attempt to determine to what extent the increase in 
the demand for their services has offset the tendency for their incomes 
to increase proportionately less than other workers. 

*This conclusion is based on unpublished data underlying [3, pp. 175-97]. See also 
[4, pp 1-19]. Preliminary findings from a current study in the Bell System tend to com 
firm the findings in [4]. 

““The normal earnings of a carpenter and surveyor might be brought much nearer to- 
gether than they are, by even so slight and easy an improvement on our present social 


arrangements as the extending to all persons of adequate natural ability the opportunity 
of receiving the training required for the higher ranks of industry.” [15, p. 214]. 
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Some of the basic statistics pertaining to the relationship between 
annual income and educational attainment are presented in Table 1, 
which shows the variations in average (mean) annual income over the 
past generation for men with different amounts of schooling.® The data 
are presented separately for each age group, as well as for all men 
25 years old and over, in order to permit an examination of the figures 
without having to take account of changes in the age distribution of the 
population. Women have been excluded from the analysis; since a large 
proportion of them do not enter the labor market and many of those 
who do are employed on a part-time basis only, the relationship be- 
tween their income and education may be distorted. In contrast, prac- 
tically all adult men are full-time workers and it can therefore be as- 
sumed that any advantages which may accrue from more schooling are 
reflected in their incomes. 

Table 1 shows that in every year for which data are presented the 
completion of an additional level of schooling was associated with 
higher average incomes for men. This finding parallels that obtained 
in numerous other studies of the relationship between education and 
income dating back to the early part of this century [19, p. 115]. Al- 
though the income levels have changed considerably during the past 
20 years, the basic relationship between the extent of schooling and 
income appears to have remained much the same. Contrary to the ex- 
pectations of some analysts, the economic advantages accruing from the 
completion of additional years of schooling have not diminished in re- 
cent years. 

Although income generally tends to increase with education, Table 1 
shows that a year spent in completing a given level of schooling (e.g., 
the fourth year in high school) yields a greater return than any of the 
years leading up to graduation. This difference may reflect a selection 
in terms of ability between those who do and those who do not com- 
plete their schooling. Thus in 1958, men who started high school but 
did not graduate, received on the average an annual income of about 
$400 more per year of schooling than men who completed their school- 
ing with graduation from elementary school. High school graduates, 
however, received about $500 more of annual income per year of school- 

*For each year, the mean income was obtained as a summation of the product of the 
average income and the proportion of persons for each income level. For income levels 
below $10,000 in 1949, 1956, and 1958, below $6,000 for 1946, and below $5,000 for 1939, 
the midpoint of each class interval was assumed to be the average. For 1949, 1956, and 
1958, $20,000 was used for the “$10,000 and over” interval; for 1946, $12,000 was used 
for the “$6,000 and over” interval; and for 1939, $9,000 was used for the “$5,000 and 
over” interval. Medians corresponding to the means shown in Table 1 may be obtained 
from the author. Tax return data for recent years suggest a drop in the average for the 


open-end interval. An alternative calculation made for 1958, using a mean of $17,000 for 
the “tail,” revealed no substantial changes in the relationships. 
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Taste 1—MEAN INCoME (OR EARNINGS) FoR MALEs 25 YEARS OF AGE AND 


Years oF SCHOOL CoMPLETED AND AGE: 1939, 1946, 1949, 1956, AND 1958 " 
Yous of 19398 1946> 1949° 1956 
Total: 25 Years Old and Over: 
Elementary: Total $1,036 $2,041 $2,394 $3,107 $3,096 
Less than 8 years* (e) 1,738 2,062 2,613 2,551 
8 years (e) 2,327 2,829 3,732 3,769 
High School: 1 to 3 years 1,379 2,449 3,226 4,480 4,618 
4 years 1,661 2,939 3,784 5,439 5,567 
Coilege: 1 to 3 years 1,931 3,654 4,423 6,363 6,966 
4 years or more 2,607 4,527 6,179 8,490 9,206 
5, 25 to 34 Years: 
tie Elementary: Total 837 1,729 2,185 3,061 3,143 
on Less than 8 years# (e) 1,394 1,880 2,662 2,670 
7 8 years (e) 2,011 2,540 3,685 3,663 
LL High School: 1 to 3 years 1,150 2,062 2,837 4,407 4,341 
bo 4 years 1,335 2,335 3,246 4,813 4,909 
College: 1 to 3 years 1,566 2,875 3,444 5,437 5,774 
4 years or more 1,956 3,237 4,122 6,307 7,152 
35 to 44 Years: 
Elementary: Total 1,110 2,095 2,610 3,694 3,686 
Less than 8 years* (e) 1,730 2,244 3,169 3,023 
8 years (e) 2,425 3,029 4,256 4,403 
High School: 1 to 3 years 1,574 2,607 3,449 4,799 5,035 
4 years 1,979 3,463 4,055 5,992 6,007 
College: 1 to 3 years 2,270 4,069 5,014 7,131 8,015 
4 years or more 3,141 5,054 7,085 9,790 10, 106 
C 45 to 54 Years: 
ay Elementary: Total 1,199 2,349 2,797 3,672 3,660 
is Less than 8 years* (e) 2,027 2,418 3,078 3,008 
a 8 years (e) 2,629 3,247 4,289 4,337 
i High School: 1 to 3 years 1,732 2,959 3,725 4,876 4,864 
\ 4 years 2,256 3,744 4,689 6,104 6,295 
| College: 1 to 3 years 2,428 4,671 5,639 7,426 8,682 
4 years or more 3,575 5,242 8,116 11,702 12,269 
HH 55 to 64 Years: 
ai Elementary: Total 1,057 2,082 2,577 3,462 3,436 
%, Less than 8 years* (e) 1,814 2,278 2,922 2,956 
8 years: (e) 2,365 3,010 3,932 3,900 
3 High School: 1 to 3 years 1,551 2,648 3,496 4,398 5,034 
‘4 years 2,104 3,179 4,548 5,920 6,510 
College: 1 to 3 years 2,065 3,888 5,162 6,677 6,992 
7 4 years or more 3,247 5,461 7,655 9,595 10,966 
|, 65 Years Old and Over: 
Elementary: Total (e) 1,541 1,560 1,875 1,903 
Less than 8 years# (e) 1,434 1,366 1,686 1,672 
: 8 years (e) 1,670 1,898 2,247 2,337 
High School: 1 to 3 years (e) 1,894 2,379 2,560 2,661 
4 years (e) 2,601 3,115 3,314 3,036 
College: 1 to 3 years (e) 2,720 3,435 4,269! 4,180 
4 years or more (e) 3,902 5,421 5,835 6,091 


(Notes and sources are on following page.) 
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ing than men who started high school but never graduated. Similarly, 
men who attended college but did not graduate had, on the average, 
about $700 more per year of schooling than high school graduates. 
The comparable differential for college graduates was about $900 per 
year of schooling.® 

The educational attainment of the population has grown considerably 
during the past generation. The proportion of college graduates has 
nearly doubled during the period and the proportion of high school 
graduates has also risen dramatically (Table 2). How has this change 
in the relative supply of more highly educated workers affected income 
differentials? Have the incomes of college graduates, relative to other 
groups in the population, been pushed down because of the relative 
increase in their numbers or has the demand for their services increased 
sufficiently to offset any tendency for their incomes to be lowered? 

Although these questions cannot be answered categorically, there is 


* Restricted to persons reporting $1 or more of wage or salary income and less than $50 
of other income for native white and Negro males 25 to 64 years old only. 

> Total money earnings. 

® Total money income. 

4 Includes persons reporting no years of school completed, not shown separately. 

* Not available. 

t Base is less than 100 sample cases. 

Source: Data for 1939 derived from 1940 Census of Population, Education: Educational 
Attainment by Economic Characteristics and Marital Status, Tables 29 and 31. Data for 1949 
derived from 1950 Census of Population, Ser. P-E, No. 5B, Education, Tables 12 and 13. Data 
for 1946, 1956, and 1958 derived from the consumer income supplements to the April 1947, 
March 1957, and March 1959 Current Population Survey. 

Note regarding comparability of the figures: Neither the income concept nor the universe 
covered is directly comparable for all the years shown. Most of the differences, however, are 
relatively small and are not believed to seriously distort the relationships. Thus, for example, 
the figures for 1956 and 1958 are entirely comparable since they are based on the Current 
Population Survey and represent the total money income of the civilian noninstitutional male 
population 25 years old and over. The 1949 figures are based on the 1950 Census and also 
represent the total money income of all males 25 years old and over, including a relatively 
small number of institutional inmates. The 1946 figures are based on the Current Population 
Survey and represent the total money earnings (not total income) of the civilian noninstitu- 
tional male population 25 years old and over. Although the conceptual differences between 
income and earnings are substantial, the actual differences in the averages are quite small, 
primarily because the amount of nonearned income is small relative to the total and this type 
of income tends to be seriously underreported in household surveys of income. The figures 
for 1939 are based on the 1940 Census and are restricted to males 25-64 years of age with 
$1 or more of wage or salary income and less than $50 of nonwage income. For this group, of 
course, the averages represent total money income; however, the universe has been restricted, 
because of the way in which the data were collected, to those persons who received only wage 
or salary income. Only about three-fifths of all men 25-64 years old in 1940 were in this cate- 
gory. The effects of this restriction cannot be measured, but it is undoubtedly more important 
than restrictions cited for other years. It is also possible that this restriction affects college 
graduates more than persons with less schooling and for them tends to create an adverse selec- 
tion since college graduates are more likely to have income other than earnings. 


* For similar findings based on earlier data see [10]. 
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some evidence that elementary school graduates have had smaller rela. 
tive income gains than high school graduates, despite the reduction jp 
their relative numbers. In contrast, the income differential between 
high school and college graduates has remained fairly constant over 
time and there is even some evidence that it has increased in favor of 
college graduates during the past few years (Table 3). 

In the absence of 1939 income data for elementary school graduates, 
comparisons between the incomes of elementary and high school gradu- 
ates must be restricted to the period since 1946. If attention is focused 


TasBie 2—Per Cent DistrRiBuTION By YEARS OF SCHOOL COMPLETED 
FOR Mates 25 YEARS OLD AND OVER, FOR THE UNITED STATES: 
1940, 1947, 1950, 1957, anp 1959 


Years of School Completed 1940 1947 1950 1957 1959 
Total 100 100 100 100 100 
Elementary School: Total 62 51 49 42 39 

Less than 8 years* 34 (b) 28 23 22 
8 years 28 (b) 21 18 17 
High School: 1 to 3 years 14 16 16 17 18 
4 years 12 18 18 22 23 
College: 1 to 3 years 5 7 7 7 8 
4 years or more 5 6 7 9 10 
Not reported 2 2 3 2 2 


* Includes persons reporting no years of school completed, not shown separately. 

> Not available. 

Source: Data for 1940 derived from 1940 Census of Population: Pt. 1, Vol. IV, Characteristics 
by Age, Table 18. Data for 1950 derived from 1950 Census of Population, Ser. P-E, No. 5B, 
Education, Table 12. Data for 1947, 1957, and 1959 derived from the educational attainment 
supplements to the April 1947, March 1957, and March 1959 Current Population Survey, 
P-20, No. 15, Table 1; P-20, No. 77, Table 1; and P-20, No. 99, Table 1. 


on these years, it is evident that the incomes of high school graduates 
have risen considerably more, in percentage terms, than those of ele- 
mentary school graduates. In 1946, the differential between these two 
groups was only $600 or about 26 per cent. By 1958, the differential 
rose to about $1,800 or 48 per cent. This change is in part related to 
the fact that a large proportion of the elementary school graduates are 
employed in occupations such as farmers, farm laborers, and nonfarm 
laborers which tended to have lower relative income gains in recent 
years than most other occupations.” It is also possible, of course, that 
even for occupations such as operatives and craftsmen, in which a 

*[21, Table E] shows that median total money income of employed males increased 


between 1950 and 1958 by 3 per cent for farm laborers, 51 per cent for nonfarm laborers, 
and 27 per cent for farmers. In contrast the median income during this period increased 


by 57 per cent for professional workers, 54 per cent for managers and officials, and 55 


per cent for craftsmen. 
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relatively large number of elementary school graduates are employed, 
high school graduates received relatively greater increases than persons 
who never attended high school. There is also a possibility that the 
reduction in the relative number of elementary school graduates reflects 
a constant transfer of the “cream” of that group to the high school 
group, SO that the average elementary school graduate in 1958 may 
have been a less “able” person than in 1946; but there is no objective 
evidence on this point. 

In contrast to the changing relationship between the incomes of ele- 


TasLe 3—MEAN INCOME (OR EARNINGS) BY LEVEL OF SCHOOL COMPLETED, 
ror Mates 25 YEARS OLD AND OVER, FOR THE UNITED STATES: 
1939, 1946, 1949, 1956, anp 1958 


Elementary-High School Differential High School-College Differential 
Average Income Average Income 

Year 

el t High Per Cent High Per Cent 

School Difference School Difference 

Graduate | Graduate Graduate — 
1939 (a) $1,661 (a) $1,661 $2,607 57 
1946 $2,327 2,939 26 2,939 4,527 54 
1949 2,829 3,784 34 3,784 6,179 63 
1956 3,732 5,439 46 5,439 8,490 56 
1958 3,769 5,567 48 5,567 9,206 65 


* Not available. 
Source: Table 1. 


mentary school and high school graduates, there has been relatively 
little change in the income differential between high school and college 
graduates. In 1939, the average income of college graduates was about 
$900, or 57 per cent more than for high school graduates. In 1956, the 
absolute difference between the incomes of these two groups increased 
to $3,100, but the relative difference was unchanged. By 1958, the 
absolute difference rose to $3,600 and the relative difference also in- 
creased to 65 per cent. The data suggest that during the recession years 
1949 and 1958 the incomes of college graduates were less affected than 
other groups, reflecting, perhaps, a greater tendency for persons with 
lesser schooling to be subject to unemployment. There is also some possi- 
bility that the income gains for college graduates partly reflect a rise in 
the proportion of men in this group with graduate school training. The 
influence of this factor is probably quite small, however, since there is no 
evidence of a sharp rise in the proportion of college men with graduate 
training. Moreover, the income differential between all college gradu- 
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ates and those with graduate training is quite small, amounting to only 
about $200 in 1958 [21, p. 38]. 

Why has the relative income differential between high school and 
college graduates been maintained, and indeed recently increased, 
despite the large relative increase in the size of the college-trained 
population? One important part of the explanation must be that the 
demand for college graduates has kept pace with the supply. Due to our 
changing technology, the demand for trained workers has accelerated 
since the end of the second world war, and industry has absorbed the 
increased flow of graduates from our universities. The nature of this 
change can be seen most clearly by the sharp rise in the proportion of 
the labor force engaged in professional and managerial work, the two 


TABLE 4—NUMBER AND Per CENT OF MALES EMPLOYED IN PROFESSIONAL AND MANAGERIAL 
OccUPATIONS, FOR THE UNITED States: 1940, 1950, 1957, anp 1959 
(Numbers in thousands) 


Number Per Cent 


Major Occupation Group 
1940 | 1950 | 1957 | 1959 | 1940 | 1950 | 1957 | 1959 
Total employed males 33,750 | 40,519 | 43,273 | 42,842 | 100.0| 100.0/ 100.0) 100.0 
Professional, technical and 
kindred workers 2,075] 2,971) 4,141) 4,471] 6.1] 7.3] 9.6) 10.4 
Managers, officials and pro- 
prietors, except farm 3,231} 4,341) 5,598) 5,695; 9.6] 10.7| 12.9] 13.3 


Source: Data for 1940 and 1950 from U. S. Census of Population: 1950, Vol. 11, Character- 
tstics of the Population, Pt. 1, Table 54. Data for 1957 and 1959 from Bureau of the Census, 
Current Population Reports, Ser. P-60, No. 27 and No. 33. 


occupations in which the great majority of college graduates are em- 
ployed. Table 4 shows that since 1940 there has been a relative increase 
of about 50 per cent in the proportion of men employed in the two 
major occupation groups which serve as the major outlet for men with 
college training. 

The conclusion based on Census Bureau data that the income dif- 
ferential between high school and college graduates has been main- 
tained since 1939 presents a somewhat different picture from the one 
that might be obtained from other information. A study completed in 
1957 by Blank and Stigler concludes that “the pronounced downward 
drift of earnings in all professions (except medicine) relative to earn- 
ings of the working population as a whole is well known. . . . This down- 
ward drift is known only since 1929, but one may plausibly conjecture 
that it began much earlier because the main force working in that direc- 
tion—the rapid expansion in the number of trained professional work- 
ers—also began much earlier” [2, p. 25]. There is no necessary incon- 
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sistency between this finding and the results based on census data 
described above since (a) Blank and Stigler measured trends since 1929 
whereas the present study considers trends since 1939; and (b) college 

aduates are not all employed in professional jobs. In 1950, only about 
one-half of the male college graduates worked at professional jobs.* It 
is entirely possible that the differentials for college graduates as a whole 
have been maintained since 1950, but that the differential for the pro- 
fessional group has decreased. This could have happened if there was 
a substantial increase in the differential for college graduates employed 
in nonprofessional jobs. 

Historical time series on income are not available for all, or even for 
many, professional occupations and much of the information that is 
available does not quite measure up to acceptable standards of re- 
liability or comprehensiveness. The figures for engineers used by Blank 
and Stigler, for example, relate to median base monthly salary rates 
rather than annual earnings, and therefore cannot be readily compared 
with other estimates for the general population or for other professions. 
Moreover, the estimates for 1929, 1932, and 1934 are based on a mail 
survey in 1935 with a nonresponse rate of 67 per cent [2, p. 16]. The 
estimates for 1939, 1943, and 1946 are based on a mail survey in 1946 
with a nonresponse rate of 47 per cent [2, p. 111]. One might well 
question the credence that should be attached to an estimate of monthly 
income made five years after the income was earned, based on a survey 
in which about half or two-thirds of the population covered did not 
respond. 

Blank and Stigler present indexes for 1929-1954 of the ratio of 
median monthly engineering salaries to average wage or salary or net 
income for full-time wage and salary employees, full-time manufactur- 
ing wage earners, lawyers, physicians, dentists, and college teachers. 
Incomes are shown for only five professional groups which in 1950 ac- 
counted for only about two-fifths of all male professional workers,” 
including engineers for whom the income data are of doubtful utility. 
The four professional occupations shown, excluding engineers, repre- 
sented only about one-fifth of all male professional workers in 1950 
[22]. 

Table 5 has been prepared to facilitate a closer examination of trends 
in professional incomes since 1939. This table contains the five series 
used by Blank and Stigler and a sixth, annual earnings of public school 

* Estimate derived from [23]. This source shows 1.6 million, or 55 per cent, of all male 


college graduates classified as “professional, technical, and kindred workers.” It is esti- 
mated that 1.5 million men were professional workers and that .1 million were technicians. 
*[22]. This source shows 3 million men classified as “professional, technical, or kindred 


workers.” It is estimated that 2.5 million of these men were professional workers and that 
5 million were technicians. 
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TABLE 5—EarNINGs OF FULL-Time EMPLOYEES IN ALL INDUSTRIES, AN 
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PROFESSIONAL AND NONPROFESSIONAL Occupations: 1939 to 1954 


D OF SELECTED 


Annual Average Annual Net Income 
Earnings Monthly 
Year jperFull-Time|] Public College Non- Non- Non- Salary 
Employee, all} School ‘Seaeme Salaried | Salaried | Salaried Rate, 
Industries | Teachers* Lawyers | Physicians | Dentists | Engineers 
Dollar 
Values 
1939 $1,264 $4,391 | $4,229 | $3,096 $277 
1940 1,300 $1,441 | $2,906 4,507 4,441 3,314 — 
1941 1,443 4,794 5,047 3,782 
1942 1,709 1,507 2,914 5,527 6,735 4,625 _ 
1943 1,951 ~ 3,039 | 5,945 8,370 | 5,715 334 
1944 2,108 1,728 | 3,331 | 6,504 9,802 | 6,649 ‘a 
1945 2,189 — 3,277 6,861 10,975 6,922 ~ 
1946 2,356 1,995 3,465 6,951 10,202 6,381 409 
1947 2,589 — 3,736 7,437 10,726 6,610 ~ 
1948 2,795 2,639 4,123 8,003 11,327 7,039 - 
1949 2,851 — 4,234 7,971 11,744 7,146 - 
1950 3,008 3,010 4,354 8,349 12,324 7,436 -- 
1951 3,231 8,855 | 13,432 | 7,820 
1952 3,414 3,450 5,106 9,021 — 
1953 3,587 9,392 518 
1954 3,670 3,825 10,258 | 
Index: 
1939= 100° 
1939 100 _— —_ 100 100 100 100 
1940 103 100 100 103 105 107 = 
1941 114 aoa — 109 119 122 -- 
1942 135 105 100 126 159 | 149 — 
1943 154 _ 105 135 198 185 121 
1944 167 120 115 148 | 232 215 _ 
1945 173 — 113 156 | 260 224 — 
1946 186 138 119 158 241 206 148 
1947 205 — 129 169 254 214 — 
1948 221 183 142 182 268 227 _ 
1949 226 146 182 278 231 
1950 238 209 150 190 | 291 240 —_ 
1951 256 202 | 318 253 
1952 270 239 176 205 | - ~ 
1953 284 214 187 
1954 290 265 234 


* Public elementary and secondary school teachers, supervisors, and principals. Figures are 
for “school” years ending in the year indicated; for example, the figure shown for 1954 is for 
the school years 1953-1954. 

» For 1953, graduate engineers only. All other figures are for graduates and nongraduates. 
The corresponding figure for graduate engineers for 1946 is $405. 

* 1940 was used as the base year for public schoo! and college teachers. 

Source: Bureau of the Census, Historical Statistics of the United States-Colonial Times to 
1957, July 1960. 


ae «ec et 


t 
t 
i 
I 


i 
- | 
é 
| T 
| a 
| th 
lit 
el 
ti 
i 
| 
| 


MILLER: INCOME IN RELATION TO EDUCATION 973 


teachers. Excluding engineers, the relative figures for only two of the 
professions, college teachers and nonsalaried lawyers, show a distinct 
downward drift as compared with average earnings for all workers. 
The increase in income for doctors was somewhat better than, and for 
dentists about on a par with, that recorded by the average worker; 
and the increase for public school teachers was only slightly behind 
that recorded by the average full-time employee. On the basis of this 
limited evidence it cannot be concluded beyond a reasonable doubt that 
the income differential between professional and nonprofessional work- 
ers has been narrowed since 1939.”° 


II. Annual Income in Relation to Age and Education: 1939-1958 


Next to be considered is the impact of age on the relationship be- 
tween educational attainment and earnings. As might be expected, the 
advantages of additional years of schooling do not have a very strong 
immediate impact on earnings. Inexperienced workers in most occupa- 
tions start at a relatively low level of earnings, but the latter tend to 
increase as skill and experience are acquired. Therefore, the financial 
benefits of additional schooling tend to accumulate over time, and the 
greatest impact is felt during the period of peak earnings. These tend- 
encies are clearly reflected in Table 6 which shows the earnings at an 
average age of 30 (i.e., after about 10 years of work experience) and 
50 (i.e., about the age of peak earnings) for men with different amounts 
of educational attainment. If data were available, an average age of 22 
might have provided a better basis for comparison, although at this age 
many persons undergoing professional training have not yet completed 
their schooling. In each education group (with the exception of the 
lowest one in 1958), the period of maximum earnings is between 45 and 
54 years of age. 

In view of the limited range of earnings possible in most of the jobs 
for which elementary school graduates can qualify, it is not surprising 
that their annual earnings after a lifetime of work do not much exceed 
their initial earnings. College graduates, on the other hand, tend to 
work at jobs in which the possibilities of high earnings are much greater 

* Census Bureau data show that during 1939-58 the median wage or salary income of 
professional workers rose 2.3 times as compared with gains ranging from 2.7-2.9 times for 
craftsmen, operatives, service workers and nonfarm laborers [21, p. 6]. These data tend 
to support the view that professional workers made smaller relative income gains than the 
general working population during this period. The data, however, are subject to the limi- 
tation of being restricted to persons with wage or salary income and therefore exclude 
independent professionals. Moreover, the data also show that it was only during the first 
half of the period that professional workers made the lower relative gains. Since 1950, the 


relative gains in wages and salaries and total income have been greater for professional 
workers than for the general working population. - 
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and therefore have peak earnings which, on the average, far exceed 
initial earnings. 

Table 6 also shows that the differential between initial and peak ear. | 
ings has decreased progressively for elementary and high school grady. 
ates, but has remained fairly constant for college graduates. Ey. 
dently, among workers who have not attended college, the younger 
groups have succeeded in making greater relative gains in earnings than 
those with more experience. Between 1939 and 1949, these gains were 
probably due in large measure to reduced unemployment among the 


TABLE 6—MEAN Income (oR FoR Mates 25 to 34 Years AND 45 To 54 Yeaps 
or BY LEVEL oF CoMPLETED, FOR THE UNITED STATES: 
1939, 1946, 1949, 1956, anv 1958 


Age and Level of 
School Completed 1939 1946 1949 1956 1958 
Elementary school graduate: 
25 to 34 years (a) $2,011 $2,540 $3,685 $3,663 
45 to 54 years (a) 2,629 3,247 4,289 4,337 
Per cent increase (a) 31 28 16 18 
High school graduate: 
25 to 34 years $1,335 2,335 3,246 4,813 4,909 
45 to 54 years 2,256 3,744 4,689 6,104 6,295 
Per cent increase 69 60 44 27 28 
College graduate: 
25 to 34 years 1,956 3,237 4,122 6,307 7,152 
45 to 54 years 3,575 5,242 8,116 11,702 12,269 
Per cent increase 83 62 97 86 72 


* Not available. 
Source: Table 1. 


younger (and less skilled) groups. The further gains during the past 
decade may reflect the “across-the-board” increases in union contracts 
during the postwar period which resulted in greater relative gains for 
lower-paid workers and perhaps also the gradual rise in the minimum 
wage required by law in many industries. 

As previously noted in the discussion of the figures for all age groups 
combined, there was no reduction in the income of college graduates 
relative to high school graduates despite the great rise in the propor- 
tion of persons completing the requirements for a college degree. 
Table 7 shows that among men 25 to 34 years old, the proportion of 
college graduates doubled between 1940 and 1959 whereas the pro 
portion of men who terminated their schooling with elementary school 
graduation was reduced by two-thirds. 

Table 8 shows that despite the relative decrease in the number of 
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Taste 7—Per Cent DistrisuTion By YEARS OF SCHOOL CoMPLETED FoR MAtEs 25 To 
34 Years OLD, FOR THE UNITED States: 1940, 1947, 1950, 1957, anp 1959. 


Years of School Completed 1940 1947 1950 1957 1959 
Total 100 100 100 100 100 
Elementary School: Total 45 30 29 22 20 

Less than 8 years* 22 (b) 16 12 11 
8 years 22 (b) 13 10 9 
High School: 1 to 3 years 21 23 21 22 20 
4 years 20 31 28 31 33 
College: 1 to 3 years 7 9 10 10 11 
4 years or more 7 7 9 14 15 
Not Reported 1 1 3 1 1 


* Includes persons reporting no years of school completed, not shown separately. 
> Not available. 
Source: See source note for Table 2. 


elementary school graduates 25 to 34 years old since 1946, their earn- 
ings have not risen as much as the earnings of high school graduates, 
and therefore the income differential between these two education 
groups has widened. Looked at another way, the earnings of elementary 
school graduates increased by about 82 per cent between 1946 and 1958 
as compared with an increase of about 110 per cent for high school 
graduates and 121 per cent for college graduates. This table also shows 
a comparative decline in the relative income position of younger col- 
lege graduates, a tendency which appears to have been reversed in 
1956-58. 

The reduction in differentials between 1939 and 1956 in favor of the 
younger high school graduates could be in part the result of the large 
increase in the number of college graduates. It is significant, however, 


TaBLe 8—MEAN Income, (oR EARNINGS) BY LEVEL OF SCHOOL COMPLETED FOR MALES 
25 To 34 Years OLD, ror THE Unitep States: 1939, 1946, 1949, 1956, anp 1958 


Elementary-High School Differential High School-College Differential 
Average Income Average Income 
You Per Cent Per Cent 
t High High 

Sched Difference College Difference 

Graduate | Graduate Graduate | Graduate 
1939 (a) $1,335 (a) $1,335 $1,956 47 
1946 $2,011 2,335 16 2,335 3,237 39 
1949 2,540 3,246 28 3,246 4,122 27 
1956 3,685 4,813 31 4,813 6,307 31 
1958 3,663 4,909 34 4,909 7,152 46 


* Not available. 
Source: Table 1. 
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that the decrease in income differentials between high school and co 
graduates which took place between 1939 and 1946, was not accom. 
panied by a relative increase in the number of college graduates, As 
Table 7 shows, only 7 per cent of the men 25 to 34 years old in 1949 
and 1947 were college graduates. It does appear, therefore, that other 
factors than the relative supply of college graduates must be respon- 
sible for the observed change in income differentials between these two 
groups. The greater relative gains for high school graduates between 
1939-49 may in part be due to reductions in unemployment for this 
group; and the reversal in trend since that time is perhaps associated 
with a rising demand for college-trained personnel. 

In evaluating income changes in relation to education for specific 
age groups, the experience of veterans and nonveterans during the past 
12 years is worth considering. While the second world war was still in 
progress, the government instituted a program under the Servicemen’s 
Readjustment Act of 1944 (the GI bill) designed to assist veterans in 
re-establishing themselves in civilian life. A most important part of this 
program was the provision of government-financed education intended 
to permanently improve the economic status of veterans. Nearly 8 
million veterans of the second world war made use of the education and 
training benefits at a cost of $14.5 billion to the federal government. 
Over 2 million men received college and university training and an addi- 
tional 3.5 million received free education below the college level at ele- 
mentary and secondary schools, vocational! and trade schools, technical 
institutions, and business schools [ 20, p. 28 ]—the largest program ever 


undertaken by the federal government in providing financial aid to in- | 


dividuals in completing their education and training. 

The impact of the GI bill on the educational attainment of veterans 
is clearly shown in Table 9. In 1947, when most of the former service- 
men were in the initial phase of their training under the GI bill, vet- 
erans were already a more highly educated group than nonveterans. 
This is, of course, to be expected since many men were rejected for 
military service because they were of low intelligence. There was no 
difference in the proportions of younger veterans and nonveterans who 
had completed college; but a larger proportion of the veterans had been 
exposed to some college training, even if they did not graduate. By 
1952, this picture had changed considerably. The proportion of college 
graduates among younger veterans increased from 7 per cent to 12 pet 
cent, as compared with an increase from 6 per cent to 9 per cent for 
nonveterans. At the lower educational levels, the gains for veterans 
were equally striking. 

Since older veterans did not make as much use of the education and 
training provisions of the GI bill as the younger veterans, their educa- 
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tional attainment did not change as much. The most significant change 
for the older veterans was a sharp drop in the proportion who quit 
school upon completion of the eighth grade and an increase in the pro- 
portion of high school graduates. Between 1947 and 1952 there was no 
change in the proportion of college graduates among older veterans. 

Are the shifting patterns of educational attainment for veterans and 
nonveterans associated with corresponding income differences? Table 10 
suggests an affirmative answer. Veterans in age groups which made 
greatest use of the educational and training provisions of the Readjust- 


TaBLeE 9—PeER CENT DisTRIBUTION BY YEARS OF SCHOOL COMPLETED FOR MALE VETERANS 
AND NONVETERANS OF THE SECOND WorRLpD Wank, BY AGE, FOR THE UNITED STATES: 
1947 anp 1952 


Veterans of Second World War Nonveterans 

Years of School | 95 to 34 Years | 35 to 44 Years | 25 to 34 Years | 35 to 44 Years 
Completed 

1947 | 1952 | 1947 | 1952 | 1947 | 1952 | 1947 | 1952 
Number (thousands) 6,851 | 8,428 | 2,035 | 4,130 | 4,043 | 2,472 | 7,791 | 6,070 
Total 100 100 100 100 100 100 100 100 
Elementary- Total 24 20 37 27 40 43 48 41 
Less than 5 years* 3 2 4 2 9 14 8 8 
5 to 8 years 21 18 33 25 31 29 40 33 
High Schoo!: Total 58 56 40 49 45 39 37 44 
1 to 3 years 24 22 18 20 21 17 19 20 
4 years 34 34 22 29 24 22 18 24 
College: Total 17 23 20 23 13 16 14 15 
1 to 3 years 10 11 8 11 7 | 7 7 8 
4 or more years 7 | 12 12 12 6 9 7 7 
Not reported 1 | 1 2 | 1 1 | 2 1 1 


* Includes persons reporting no years of school completed, not shown separately. 

Source: Bureau of the Census, Current Population Reports, Ser. P-20, No. 15, Educational 
Attainment of the Civilian Population: April 1947, Table 3; and Ser. P-20, No. 45, School 
Enrollment, Educational Attainment and Illiteracy, Oct. 1952, Table 16. 


ment Act also made the greatest relative income gains during the post- 
war period. In 1947, veterans 25 to 34 years old had somewhat lower 
incomes than nonveterans despite their greater educational attainment. 
Thus, any selective factors which may have produced higher incomes 
for veterans were not operative immediately after the war. The lower 
incomes of veterans at this time may have been due to several factors 
including the greater work experience of the nonveterans as a result 
of their civilian employment during the war and also the loss of civilian 
employment during 1947 by many veterans who went to school part 
time or who served in the armed forces during part of the year. By 
1948, veterans and nonveterans had the same average incomes and in 
every year thereafter veterans received greater relative income gains, 
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TaBLe 10—Comparison OF MEDIAN INCOMES OF MALE VETERANS AND NONVETERANS 
or SEcoND WorLp War, BY AGE AND EXTENT OF EMPLOYMENT: 1947-1958 


Median Total Money Income Ratio of Veterans’ 
Income to 
Year 25 to 34 Years | 35 to 44 Years Nonveterans 
Non- Non- 25 to 34 | 35 to 44 
Veterans veterans Veterans veterans | Years Years 
Total 
1947 $2,401 | $2,585 | $2,689 | $2,900 93 93 
1948 2,734 2,692 3,045 3,046 102 100 
1949 2,828 2,562 2,984 2,935 110 102 
1950 3,058 2,626 3,291 3,234 116 102 
1951 3,359 2,875 3,647 3,595 117 101 
1952 3,631 3,065 3,834 3,602 118 106 
1953 3,948 3,183 4,118 3,867 124 106 
1954 3,978 3,073 4,227 3,818 129 111 
1955 4,330 3,294 4,483 3,946 131 114 
1956 4,675 3,712 4,853 4,220 126 115 
1957 4,984 4,041 4,985 4,279 123 117 
1958 5,010 4,171 5,225 4,306 120 121 
Year-Round Full-Time 
Workers 
1955 
Per cent 81 72 81 78 — - 
Median income $4,630 | $3,854 | $4,679 | $4,319 120 108 
1956 
Per cent 83 72 80 78 _ - 
Median income $4,944 | $4,150 | $5,122 | $4,554 119 112 
1957 
Per cent 82 70 80 74 _ - 
Median income $5,321 | $4,465 | $5,321 | $4,792 119 111 
1958 
Per cent 76 66 77 70 — - 
Median income $5,453 | $4,804 | $5,609 | $4,844 114 116 


Source: Bureau of the Census, Current Population Reports, Ser. P-60, annual issues. 


reaching a maximum differential of 30 per cent in 1955. Because of the 
changing age composition of veterans in the 25 to 34 year age group 
during recent years, it is difficult to make meaningful comparisons be- 
tween veterans and nonveterans in this age group since 1955. 

A large proportion of the veterans who were 25 to 34 years old in 
1947 have now moved into the 35 to 44 year age group. As a result, 
the income differential between veterans and nonveterans within this 
age group is now beginning to increase markedly. Until 1953, veterans 
who were 35 to 44 years old had only slightly higher incomes than non- 
veterans. By 1956, the differential increased to 15 per cent and in 1958 
it rose still further to 21 per cent. These figures provide presumptive 
evidence that the educational training received by young veterans 12 
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years ago contributed in an important way to establishing for them a 
permanent advantage over nonveterans. 

One small step toward bolstering this conclusion can be made by 
restricting the comparison to persons who are year-round full-time 
workers. In this way, account can be taken of the greater tendency for 
nonveterans to lose work, presumably because of ill health. Table 10 
shows that the average income of veterans is about 20 per cent higher 
than that of nonveterans even when account is taken of the differential 
effects of part-time employment. 


III. Lifetime Income in Relation to Education: 1939-1958 


Estimates of lifetime income provide summary measures of the fi- 
nancial returns associated with education which cannot be readily ob- 
tained from the annual data presented above." The estimates of life- 
time income presented here are derived figures—one might say syn- 
thetic figures—based on variations in the payments to individuals in 
different age and education groups at a given time, specifically the 
calendar years for which data are presented. The figures are, therefore, 
based on a cross-section of the population in 1939, 1946, 1949, 1956, 
and 1958, and not on life-cycle data which would trace a man’s income 
from the time he starts to work until he retires. Actually there is some 
question whether life-cycle data would be more suitable for the present 
analysis; cross-section data have the advantage that “they are free 
from the influence of variants such as periods of industrial depression 
or unusual activity with their changes in opportunities for employment, 
in wage rates, and in the cost of living.””” 

Standard life-table techniques were used in computing the figures 
shown in Table 11. First, an estimate was made of the number of 
100,000 children born in 1939, 1946, 1949, 1956, and 1958 who would 
survive to each given year of age. These estimates were made from the 
appropriate life tables.** By way of illustration, it was estimated that 
"For additional information on the estimation of lifetime income see [5] [8] [9] [10] 

13] 17]. 
* (18, p. 9). Also [14]. 


* The following life tables were used: 1939, Life Table for White Males from U. S. Life 
Tables and Actuarial Tables, 1939-1941, Bureau of the Census, 1946; 1946, Abridged Life 
Table for White Males, 1946, Vital Statistics of the United States, 1946, Pt. I; 1949, 
Abridged Life Table for White Males, 1949, Vital Statistics of the United States, 1949, 
Pt. 1; 1956, Abridged Life Table for White Males, 1956, Vital Statistics—Special Reports, 
Vol. 48, No. 6, June 19, 1958; 1958, Abridged Life Table for White Males, 1957, Vital 
Statistics—Special Reports, Vol. 50, No. 2, July 28, 1959. A more complete source could 
have been used for 1949, “United States Life Tables, 1949-51,” Vital Statistics—Special 
Reports, Vol. 41, No. 1, November 23, 1954. It was not used, however, because of the 
desire to retain comparability with previous estimates for the same year shown in [10]. 
As noted below, however, there are other differences between the estimates shown here 
for 1949 and those contained in [10]. 
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out of 100,000 infants born alive in 1956, about 96,000 would survive 
to age 18, at which time they would enter the labor market. The basic 
P problem consisted of estimating the life span of these 96,000 survivors 
% and the amount of income they would receive during their lifetime. For 
¥ this purpose, it was assumed that survival rates for men in each educa- 
3 tion group would be the same as for all white males in 1956. On this 


fi basis, it was estimated that these 96,000 men would live a total of 
i nearly 5,000,000 man-years between age 18 and the time the last one 
fs died. It was further assumed that during each year of life, these men 


ee would receive an average income corresponding to that received by 
men in the same age group with the same amount of education. The 
averages used for this purpose are those shown above in Table 1 plus 
estimates for age groups under 25 based on published and unpublished 
; data of the Census Bureau.* The averages (means) are based on per- 
sons reporting $1 or more of income, excluding the relatively small 
number of men in most age groups without income.’® 
There are several cautions that should be considered before discuss- 
. . 
{ ing the figures in Table 11. First, the figures are not exactly com- 
‘ parable from year to year due to changes in the income concept. The 
F data for 1939 are for wages and salaries, 1946 are for earnings, and 
4 1949, 1956, and 1958 are for total income. These variations in concept 
‘ may have some impact on changes over time. A more general considera- 
4 tion is the fact that the estimates reflect the economic conditions and 
other circumstances which existed in each of the years for which data 
are shown. Some of the differences from year to year may reflect 
4 changes in these circumstances. The increase, for example, in the value 
: of a college education by about $140,000 between 1949 and 1958 re- 
: flects the increase in prices as well as changes in the underlying rela- 
“Estimates of lifetime income based on medians rather than means may be obtained 
from the author. Some analysts contend that the median is a more useful basis than the 
mean for measuring lifetime income since it is less affected by extremes and more nearly 
shows what the “typical” individual may expect to receive. The more prevalent and more 
valid opinion (from a strictly mathematical viewpoint) is that the median should not’ be 
used for the computation of lifetime incomes. Thus, for example, Kuznets and Friedman 
: advise that “the actuarial nature of the problem clearly requires arithmetic mean earnings, 
F which are usually considerably higher than median earnings” [8, p. 87] and Houthakker 
states that “the median is clearly not the appropriate type of average for the present pur- 
pose” [13, p. 24]. 
* Comparable figures for 1949 in [10] and [13] are based on all persons reporting on 
% income rather than just those reporting $1 or more. The method of computing the means 
; in this report conforms to that generally used by the Bureau of the Census. In any event, 
the inclusion or exclusion of the zero income group would have little impact on the esti- 
mate of the mean for most age groups and on the estimate of lifetime income. A further 
difference between the figures for 1949 in the present report and in [10] and [13] relates 
i to the ages covered by the estimates. In [10] the estimates cover incomes received be- 
: tween the ages 22 and 74, and [13] the estimates cover incomes received from age 14 to 
F death. In the present report estimates for various age groups are shown. 
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TasLe 11—Liretim= INcomE (EARNINGS) BASED ON ARITHMETIC MEANS FOR MALES IN 
SELECTED AGE Grotps, BY YEARS OF SCHOOL COMPLETED, FOR THE UNITED STATES: 
1939, 1946, 1949, 1956, anp 1958 


Years of School Completed and Age | 1939» 1946> 1949 19564 1958 


Income from Age 18 to Death: 


Elementary: Total (e) (e) $113,330 ($154,593 $154,114 
Less than 8 years* (e) (e) 98,222 | 132,736 | 129,764 
8 years (e) (e) 132,683 | 180,857 | 181,695 
High School: 1 to 3 years (e) (e) 152,068 | 205,277 | 211,193 H 
4 years ; (e) (e) 185,279 | 253,631 | 257,557 
College: 1 to 3 years (e) (e) 209,282 | 291,581 | 315,504 
4 years or more (e) (e) 296,377 | 405,698 | 435,242 
Income from Age 25 to Death: 
Elementary: Total (e) ($ 87,004 | 104,998 | 143,712 | 143,808 
Less than 8 years? (e) 74,369 | 91,095 | 123,295 | 120,965 
8 years (e) 98,702 | 122,787 | 168,004 | 169,976 
High School: 1 to 3 years (e) 107 ,940 | 141,870 | 192,254 | 198,881 
4 years (e) 135,852 | 174,740 | 237,776 | 241,844 
College: 1 to 3 years (e) 161,699 | 201,938 | 281,553 | 305,395 
4 years or more (e) 201,731 | 286,833 | 391,992 | 419,871 
Income froma Age 18 to 64: 
Elementary: Total $ 40,005 (e) 100,413 | 138,127 | 137,786 
Less than 8 years (e) (e) 86,912 | 117,930 | 115,418 
8 years (e) (e) 116,968 | 161,124 | 161,643 
High School: 1 to 3 years 56,653 (e) 132,371 | 182,795 | 188,362 
4 years 71,453 (e) 159,487 | 224,529 | 231,509 
College: 1 to 3 years 77,775 (e) 180,841 | 254,092 | 279,640 
4 years or more 109 ,961 (e) 251,493 | 354,457 | 382,982 
Income from Age 25 to 64: 
Elementary: Total 37,172 | 74,071 | 91,932 | 127,047 | 127,286 
Less than 8 years (e) 62,334 | 79,654 | 108,310 | 106,449 
8 years (e) 84,687 | 106,889 | 148,033 | 149,687 
High School: 1 to 3 years 53,011 | 92,044 | 121,943 | 169,501 | 175,779 
4 years 67,383 |°114,023 | 148,649 | 208,322 | 215,487 
College: 1 to 3 years 73,655 |°138,871 | 173,166 | 243,611 | 269,105 


4 years or more 104,6087| 168,983 | 241,427 | 340,131 | 366,990 


* Restricted to persons reporting $1 or more of wage or salary income and less than $50 of 
other income for native whites and Negroes. 

> Total money earnings. 

* Total money income. 


4 Includes persons reporting no years of school completed, not shown separately. 
* Not available. 


tionships. These factors demonstrate an important advantage of the 
cross-sectional approach used in preparing the estimates. Since the aver- 
ages used for each year are based on the experience for that year, they 
implicitly provide estimates in dollars of constant purchasing power for 
persons in all age groups in that year. 

A final caution relates to the possible intrusion of extraneous factors 
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in the relationship between lifetime earnings and education. Family 
influence in the form of financial help while at college and assistance 
in obtaining relatively high-paying jobs cannot be ignored; but, at the 
same time, should not be exaggerated. In 1950, about one-third of the 
college students away from home came from families with less than 
average incomes.”* Few of these students could expect much financial 
help from their families, or assistance in locating lucrative job oppor. 
tunities. 

In every year for which data are presented, additional schooling is 
associated with a very substantial increase in lifetime income. On the 
basis of conditions in 1958, an elementary school graduate could expect 
to receive during his lifetime about $52,000 (or two-fifths) more in- 
come, on the average, than the person who had no schooling or who 
terminated his formal education before completing the eighth grade. 
The difference between the expected lifetime income of the average ele- 
mentary school and high school graduate was equally striking. In 1958, 
the average elementary school graduate could expect a lifetime income 
of about $182,000 as compared with about $258,000 for the average 
high school graduate. The expected income differential associated with 
the four years of high school education therefore amounted to about 
$76,000 or 42 per cent. 

Since a college degree is the “open sesame” to many, if not most, high- 
paying jobs, it should come as no surprise that the greatest income 
gains associated with additional schooling appear at the college level. 
On the basis of 1958 data, a college graduate could expect to receive 


about $435,000 income during his lifetime as compared with $258,000 | 


for the average high school graduate. It can, therefore, be estimated 
that the approximately 414 years of schooling beyond the high school 
level were associated with an increase of about $177,000 in lifetime 
income or about $40,000 per year of schooling. 

Due to the considerable decrease in the purchasing power of money 
during the past 20 years, meaningful comparisons over time in the 
absolute amount of lifetime income received by men with different 
amounts of schooling can be made only after some attempt has been 
made to adjust for price changes. However, some indication of the 
relative changes since 1939 in the lifetime incomes of elementary, high 
school, and college graduates can be made on the basis of the unadjusted 
data shown in Table 12. These data are restricted to the income re- 
ceived between the ages of 25 and 64 because this is the only age span 
for which data are available for each of the four years under con- 
sideration. 


“Based on unpublished data in the Census Bureau’s Current Population Survey fot 
March 1950. 
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Since 1939 the more highly educated groups have clearly made the 
greater relative gains in expected lifetime income. Thus, for example, 
in 1946, high school graduates could expect to earn only 35 per cent 
more between the ages of 25 and 64 than elementary school graduates. 
Twelve years later the differential in favor of the high school graduates 
increased to 44 per cent, reflecting the fact that the expected income 
of high school graduates rose more rapidly during this period. 

A comparison of the relative income gains expected by high school 
and college graduates reveals essentially the same pattern. Evidently, 
the differential in favor of college graduates dropped from 55 per cent 
in 1939 to 48 per cent immediately after the end of the second world 
war, probably because a larger proportion of the college graduates con- 


Tasie 12—INncomME RECEIVED FROM AGEs 25 To 64, FoR MALES, BY LEVEL oF SCHOOL 
COMPLETED, FOR THE UNITED SraTes: 1939, 1946, 1949, 1956, anp 1958 


igh | School Differential High School-College Differential 


Per Cent High College Per Cent 
ool School Diff School Grad Diff 
Graduate | Graduate erence | Graduate sacuate eer 
1939 (a) $ 67,383 (a) $ 67,383 | $104,608 55 
1946 $ 84,687 114,023 35 114,023 168 ,983 48 
1949 106, 889 148 649 39 148 649 241,427 62 
1956 148 ,033 208 , 322 41 208 ,322 340,131 63 
1958 149 687 215,487 44 215,487 366,990 70 


? 
* Not available. 
Source: Table 11. 


tinued to serve in the armed forces during part of 1946. By 1958, how- 
ever, the differential between high school and college graduates rose to 
70 per cent, reflecting a greater relative income gain for the college 
group. These figures support the conclusion presented earlier that the 
large increase in the number of college graduates during the postwar 
period has not adversely affected their income position, 

A very crude attempt to adjust the data for price changes is presented 
in Table 13, where the current dollar estimates of lifetime income have 
been modified on the basis of the consumers price index, and the re- 
sults are expressed in dollars of 1958 purchasing power. Here again 
the data are restricted to incomes received between the ages of 25 and 
64 years in order to present estimates for each of the years under con- 
sideration. There are, of course, several important limitations to the 
adjustment that has been attempted. It is not clear, for example, that 
the consumers price index is equally applicable to each education group 
or that it can be applied to figures which include the farm population, 


| 
| 
| 
t 
4 


984 THE AMERICAN ECONOMIC REVIEW 


since the index refers specifically to moderate-income urban w 

earner families. Moreover, since the figures under consideration refer 
to income expected to be received in the future, it is not clear that g 
price adjustment based on current data is applicable. For these ang 
other reasons the estimates must be regarded as only the roughest sort 
of approximations. Nevertheless, the figures do show that lifetime jp. 
come, adjusted for price changes, has risen considerably since 1939 
for all education groups. The rise amounted to about $75,000 (about 
54 per cent) for high school graduates and $150,000 (about 69 per 
cent) for college graduates. A rise in “real” income was, of course, to 


TasLe 13—“Price-Apjustep” INcoME (EARNINGS) RECEIVED FROM AGEs 25 To 64, 
FOR MALES BY YEARS OF SCHOOL COMPLETED, FOR THE UNITED STATES: 
1939, 1946, 1949, 1956, AND 1958 
(Dollars of 1958 purchasing power) 


Years of School Completed 1939 | 1946 | 1949 | 1956 | 10958 
| 

Elementary: Total $ 77,281 \$109,735 |$111,568 $135,013 \$127 , 286 
Less than 8 years (a) 92,347 | 96,667 | 115,101 | 106,449 

: 8 years (a) 125,462 | 129,720 | 157,315 | 149,687 

High School: 1 to 3 years 110,210 | 136,361 | 147,989 | 180,129 | 175,779 
4 years 140,089 | 168,923 | 180,399 | 221,384 | 215,487 

College: 1 to 3 years 153,129 | 205,735 | 210,153 | 258,885 | 269,105 
4 years or more 217,480 | 250,345 | 292,994 | 361,457 | 366,990 


* Not available. 
> Includes persons reporting no years of school completed, not shown separately. 
Source: Data in Table 11 adjusted by consumers price index. 


be expected because of the general increase in productivity and in- 
comes during this period. 


IV. Conclusion 


This study largely represents an attempt to ascertain if the marked 
increase in the number and proportion of high school and college 
graduates during the past generation has been associated with a reduc- 
tion in income differentials for these groups. On theoretical grounds, 
such a reduction could be expected in the long run, assuming no changes 
in the demand for more highly educated workers. The period under 
consideration, however, is relatively short and is one in which there 
were changes in the demand for, as well as in the supply of, such 
workers. Therefore, no fundamental theoretical issues are involved in 
this paper. The problem is merely one of ascertaining what has taken 
place and why. 

The figures show that despite large relative reductions in the supply 
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of workers whose schooling did not extend beyond the eighth grade, 
this group had smaller relative income gains than high school graduates. 
On the other hand, the large relative increase in the supply of college- 
trained workers did not adversely affect their relative income position. 
On this basis it is concluded that the demand for more highly educated 
workers has kept pace with the increased supply of such workers and, 
as a result, their relative income position has not changed. The fact 
that the proportion of men employed in professional and managerial 
work—the two major outlets for college-trained men—increased by 
50 per cent during the past generation suggests that industry has ab- 
sorbed the increased flow of graduates from our universities. 

In this study an attempt has also been made to prepare estimates of 
lifetime income for persons with different amounts of educational at- 
tainment. These estimates, heretofore available only for 1949, have 
also been made for the years 1939, 1946, 1956 and 1958. The conclu- 
sions based on the lifetime data parallel, in most respects, those derived 
from the annual data. 
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PROGRESSIVENESS OF A SALES TAX IN RELATION 
TO VARIOUS INCOME BASES 


By Davi G. Davies* 


The weight of contemporary opinion bases the ability to pay taxes on 
the level of an individual’s income. There are, however, various con- 
cepts of income, and these differ in adequacy as measures of taxable 
capacity. This paper is devoted tc ‘he calculation of different equity 
estimates for the Ohio state sales tax when alternative income concepts 
are used to determine the effective rates of taxation. The various in- 
come concepts to be considered are: gross money income, net money 
income (gross income minus personal taxes), the Irving Fisher measure 
of real income, and the Friedman type of permanent income. An at- 
tempt is also made at calculating equity estimates when alternative tax 
bases are considered. 


I. Method 


It is assumed that the sales tax is passed forward by the seller to the 
ultimate consumer. In the absence of increasing returns to scale, part 
of the tax will be shifted to the buyer if the elasticity of demand is 
greater than minus infinity, and the elasticity of supply is greater than 
zero. Given a negative slope to the demand curve, the change in price 
approaches the amount of the tax as the elasticity of supply approaches 
infinity. Given an elasticity of supply greater than zero, the change in 
price approaches the amount of the tax as the elasticity of demand ap- 
proaches zero. 

A progressive tax is defined as one in the case of which the ratio of 
the amount of tax to income (i.e. the effective rate of taxation) increases 
as income increases. A tax is proportional if the effective rate remains 
constant as income fluctuates; and a tax is regressive when the effective 
rate decreases as income increases. Unfortunately, none of the empiri- 
cal tax-on-income structures in this paper fits any of the preceding 
definitions precisely.* The functional relationship between the effective 


*The author is associate professor of economics at the University of Cincinnati. He 


wishes to acknowledge the comments of his colleagues in the College of Business Adminis- 
tration. 


*Very few, if any, empirical tax structures would fit any of these definitions of progres- 
sivity, proportionality, or regressivity. The federal income tax law, for example, exempts 
income up to $600 from any income taxation. The average rate of taxation, therefore, does 
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rate of taxation and income is in no case continuously positive, nor 
continuously zero, nor continuously negative. 

We are thus obliged to construct a measure which will permit us to 
indicate whether a given total tax structure for a whole set of income 
classes is progressive, proportional, or regressive. Such an “equity” 
measure must utilize some kind of average concept in order to re 
veal the tax-income relationship for the entire income distribution 
rather than just two juxtaposed income classes. Since the amount of 
tax collected under a sales tax is a constant proportion of the tax base, 
we propose to use the elasticity of the tax base with respect to income 
as a measure of equity for the whole tax structure. If, for example, a 
sales tax statute provides no exemptions, then total consumption ex- 
penditure is the tax base. Then, if gross income is one of the alternative 
definitions of income, and the elasticity of consumption with respect to 
gross income is less than one, then the percentage change in sales tax 
is less than the percentage change in gross income and the tax structure 
is regressive. Alternatively, if the elasticity of consumption with re- 
spect to gross income equals one, the tax is proportional; and if it is 
greater than one, the tax is progressive. 

For purposes of calculating the elasticity coefficients, we divide the 
entire income distribution into different income classes. Within the 
whole range of incomes, we consider the proportionate variation of the 
tax base with respect to income as our equity criterion. However, since 
various different tax bases and various definitions of income are pos- 
sible, in principle, many distinct elasticity measures may be applied for 
each income range. Hence, if Tjx is the Ath tax base for the jth income 
class, Yj: is the /th income concept for the jth income class, and jr is 
the error term, we have as our basic relationship 


(k = 1,2,---K) 
(1) log Tix = log Ax bur log Vy + log 

j=l j=l j=l 1, 2, L) 
For the whole set of income classes of any given alternative definition 
of income, the parameter bx: reveals the elasticity of the Ath taxable 
base with respect to that /th income concept.” 


not rise as income rises to $600. Even where there is a tax liability, two individuals, earn- 
ing less than $5,000 each, who use the Internal Revenue Service tax table and who are 
located at opposite ends of a given income bracket will pay an identical amount of tax; 
but the person on the upper side of the bracket has a lower average rate of taxation since 
his income is slightly higher. Nobody seriously contends that the federal income tax is not 
progressive because of these minor aberrations. 


?In computing the elasticity coefficients, we have assumed that there are no errors of 
observation in the variables. The latent variable log e exists because of random shocks. 
We further assume that the distribution of log ¢’s is independent and normal with mean 
of zero and the variance constant. While it is assumed that log e’s are not autocorrelated, 
the data may, in fact, exhibit some interdependence. Where the logged values of the de- 
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Many different alternative tax bases are possible although only one 
usually exists in a given jurisdiction at any given time. Various possible 
alternatives analyzed in this paper are listed below. Only number 2 is 
the actual sales tax system now operative in Ohio. The most prominent 
exemptions in the Ohio law are: food to be consumed off the premises 
of the point of sale, certain farm products, occasional sales, articles 
becoming a component part of a finished product, school textbooks, 
motor fuel, tobacco products, gas, electricity, water, admissions, and 
all services. The other alternative tax bases listed below are hypotheti- 
cal ones that the legislature has either not considered or, if considered, 
has rejected as an actual tax base. The elasticity measures under con- 
sideration are: 


1. be.yg: the elasticity of total consumption with respect to gross in- 
come, 

2. be,.v,: the elasticity of actual taxable consumption (the tax base 
in actual operation in Ohio) with respect to gross income, 

3. be,,v,: the elasticity of taxable consumption with respect to gross 
income if food that is now taxable (i.e. food sold in restaurants, etc.) 
were excluded from C;, 

4. be,.y,: the elasticity of taxable consumption with respect to gross 
income if only food for home consumption were exempt and no other 
exemptions were permitted, 

5. be,.v,: the elasticity of taxable consumption with respect to gross 
income if only nonfood items now exempt under the law were considered 
exempt and food for home consumption were not exempt, 

6. by,.vg: the elasticity of total food consumption with respect to 
gross income, 

7. br,.y,: the elasticity of taxable food with respect to gross income, 

8. br,.y,: the elasticity of nontaxable food (i.e. food for home con- 
sumption only) with respect to gross income, and 

9. bp, v,: the elasticity of nonfood exemptions with respect to gross 
income. 


pendent variable do not occur as independent variables, the Durbin-Watson test can be 
used for determining the absence or presence of autocorrelation in the residuals. Unfortu- 
nately, the significance tables associated with this test [2] do not handle samples of less 
than 15. Since the sample size of income classes for this paper is less than 15, no test for 
autocorrelation was administered. On the above assumptions, then, we compute the elas- 
ticity of the &th tax base with respect to the /th income concept for the whole set of in- 
come classes by 


J 
DX (log Tix — log 7x) (log — log 
(2) br, = = 


P 
(log — log 


j~l 
where 7}, is the mean of the kth tax base and P; is the mean of the /th income concept. 
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In addition to Y¢ or gross income, these same alternative tax bases 
were used to calculate approximate elasticity coefficients for the whole 
range of income classes of Yy or net income, Y, or Fisher income, and 
or permanent income. 


Il. The Empirical Evidence 


The sources of the basic statistics in this study are the Wharton 
School of Finance and Bureau of Labor Statistics reports on consumer 
income, expenditures, and savings [5]. The sample for this paper con- 
sists of 897 households in 9 different income brackets located in several 
Ohio cities. 


TaBLe 1—PERTINENT COMPONENTS OF ConsUMPTION: 897 On10 HovsEHOLDs 


I Cl M Mean Mean Mean Mean 
Taxable Total Taxable Nonfood 
a Consumption Food Food Exemptions 

Under $1,000 $1,212 $ 426 $ 402 $ 55.6 $ 439.6 
$1,000 to $1,999 1,725 607 627 90.1 581.1 
$2,000 to $2,999 2,605 1,024 843 149.6 887.6 
$3,000 to $3,999 3,457 1,385 1,074 134.4 1132.4 
$4,000 to $4,999 4,410 1,966 1,213 188.4 1419.4 
$5,000 to $5,999 5,055 2,340 1,382 256.0 1589.0 
$6,000 to $7 ,499 5,995 2,773 1,557 296.7 1961.7 
$7 ,500 to $9,999 6,922 3,131 2,056 455.6 2190.6 
$10,000 and over 9,828 5,575 2,270 899.4 2882.4 


Source: Study of Consumer Expenditures (University of Pennsylvania 1956). 


Table 1 presents data on the actual taxable consumption base now in 
use along with other statistics which form the basis for calculating 
alternative tax bases. Table 2 contains the estimates on the basis of 
which comparisons and conclusions can be made as to the progressivity, 
proportionality, or regressivity of the actual and other possible alterna- 
tive tax bases under various definitions of income. One assumption be- 
hind the elasticity coefficients of the alternative tax bases in Table 2 is 
that the demand for consumption items is of unit elasticity within the 
price range of plus or minus 3 per cent of the actual price of the various 
consumption items. If, for example, to develop any of our hypothetical 
tax bases we levy a tax on an item which in actual fact bears an exemp- 
tion, the total amount spent on that item will remain constant after the 
tax is imposed. Then, bearing in mind that the legal rate of taxation is 
constant at 3 per cent, it is possible indirectly to obtain through the 
different elasticity coefficients, an estimate of the impact on the effective 
tax rates for different income concepts when alternative tax bases are 
employed. 
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Column 1 in Table 2 yields data on the elasticities of the actual and 8 
other hypothetical tax bases for the whole set of income classes when the 
income concept is gross income. Comparison of each of the 8 hypotheti- 
cal tax-base elasticity coefficients with the actual coefficient within the 
gross income column will give an estimate of the equity impact of each 
of various exemptions and nonexemptions on the existing tax structure. 


A. Gross Income 
In the gross income sample under examination the elasticity of con- 
sumption items now legally subject to the tax with respect to gross in- 


TABLE 2—ELAsTICITY COEFFICIENTS FOR 9 TAX BASES 
AND 4 INCOME CONCEPTS 


Permanent 


Gross Income Net Income Fisher Income Income 


= -674 | bey = .700 | beyp = 1.000 | be,yp = 1.000 
= -816 | = .845 | = 1.214 | be,xp = 1.182 
be,ve = -815 | = .843 | = 1.214 | = 1.198 
= -730 | = -756 = 1.086 | = 1.068 
beye = -701 | = .726 | bey yp = 1.039 | bey yp = 1.034 
= .557 | = .577 | = -820 | br, vp = .848 
= -819 | bry.vy = .847 | = 1.204 | = 1.065 
= .478 | = .495 | = .704 | br, yp = .803 
= .618 | bp, = .639 | = .919 | = .932 


Source: Based on data in Study of Consumer Expenditures (University of 
Pennsylvania 1956). 


Symbols: For identification of symbols, see p. 989. 


come, or bc, .y,, is less than one. Therefore, the tax must be regressive 
when gross income is used as the criterion of taxable capacity. The in- 
troduction of certain exemptions, however, makes the tax less regres- 
sive than it would be without these exemptions. 

When the nontaxable food component of consumption is examined, 
br, y,= 478, the lowest elasticity coefficient in Table 2. This low mag- 
nitude for food which is now legally exempt permits the elasticity of 
actual taxable consumption to be higher than it would be if such food 
were made taxable. The elasticity of total food consumption on gross 
income or bp, .y,=.557. Since bp, .v,>br,,v¢, the exemption of food for 
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home consumption helps make the tax structure less regressive. 

Since b,,y,, the elasticity of the taxable-food part of consumption, is 
greater than the elasticity of actual taxable consumption, b¢,.y,, it fol- 
lows that bc,.y, is higher than if taxable food were exempt. Should the 
legislature exclude taxabie food, which is food consumed in restaurants, 
etc., from the tax base, taxable consumption would become C:, and 
bey,¥g <5e,,xg- This kind of change would make the tax structure more 
regressive. 

The elasticity of nonfood exemptions actually allowed by law with 
respect to gross income or by, y,= .618. Since bc,y,>br,.¥,>br,y,, non- 
food exemptions make the tax less regressive, but they do not exercise 
as strong an influence as the food exemptions in pushing the tax toward 
progressivity. 

In summary, if only nonfood items now exempt were to be exempt 
and food for home consumption were nonexempt, C; becomes C,. If 
only food for home consumption were in fact exempt and no other 
exemptions were permitted, C,; becomes C;. Bearing in mind that as 
bc,.yg approaches one, the tax becomes less regressive, we have bev, 


B. Net Income 


The second column in Table 2 shows various elasticity coefficients for 
the whole set of income classes when the income concept is net income. 
Intracolumnar and intercolumnar comparisons reveal the same relative 
pattern among the various elasticity coefficients as that which exists in 
column 1, but the net-income elasticity magnitudes are greater than 
their gross-income counterparts. 


C. Fisher Income 


The Fisher income concept used in this paper is actual consumption 
expenditures. Consumption is the destruction of utility and according 
to Fisher comes closest to measuring real income [1]. Sources of receipts 
are left untaxed while uses of receipts for consumption are taxed.* The 
variation of measured gross or net income over time is greater than that 
for consumption. This must be the case for certain individuals, because 
the low-income families in the sample for this paper have average pro- 
pensities to consume which are much greater than 1. These individuals 
are decreasing their assets and/or increasing their liabilities in order to 
consume. Past measured income must have been greater than past 
consumption in order to decrease assets currently, or the expectation 
that future consumption will be less than higher future income allows 
liabilities to be incurred currently. 


*See [4] for an extension of Fisher’s idea. 
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If the Fisher income concept is taken as a measure of ability to pay, 
it follows that if a household spends $1,000 on consumption goods, its 
taxable capacity and ability to pay is based on $1,000 rather than cur- 
rent annual measured gross or net income; and it makes no difference 
whether the current measured income is greater or less than consump- 
tion. A radically different pattern of ratios and elasticity coefficients 
emerges when Fisher income is substituted for either gross or net in- 
come. The third column in Table 2 gives the elasticity coefficients with 
respect to Fisher income for the whole set of income classes. The co- 
efficients of actual taxable consumption as well as for the alternative 
possible bases of C2, Cs, C4, and F; are all greater than one. The tax for 
these bases, then, is progressive. 


D. Permanent Income 


Like Fisher income but unlike gross or net income, permanent income 
has a wider time horizon than one year. Like gross and net income, but 
unlike Fisher income, permanent income indirectly incorporates saving 
into the analysis as the residual between permanent income and per- 
manent consumption [3]. As a result of Fisher’s exclusion of saving, the 
slope of the regression of consumption on Fisher income is equal to one 
and greater than the slope of the regression of permanent consumption 
on permanent income. 

Where the permanent income hypothesis is generally supported,‘ we 
can let Cp=8pY p represent the simplified permanent consumption func- 
tion. There is no divergence between the average propensity to consume 
and the marginal propensity to consume, and 

d log Cp 
dlog Yp 


If the legal rate of taxation is constant, the tax would be proportional. 
When the legislature introduces the appropriate exemptions such as 
food and rent, so that 
d log Cip 
dlog Yp 


thetax becomes progressive. Permanent income and permanent consump- 
tion cannot be observed directly, for they are ex ante theoretical con- 
cepts, but they can be inferred from the receipts and expenditure pat- 
terns of households. The appendix to this paper shows how these per- 
manent magnitudes were derived from cross-section data. 

The fourth column of Table 2 presents the elasticity coefficients of 
various possible tax bases with respect to permanent income. The coeffi- 


*See, for example, Robert Eisner, “The Permanent Income Hypothesis: Comment,” Am. 
Econ. Rev., Dec. 1958, 48, 972-90. 
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cients are quite similar to those derived for Fisher income. When per. 
manent income is used as the criterion to adjudge the equity effects of 
the sales tax, the alternative tax bases of C;, C2, Cs, C4, and Fy are al] 
progressive. 

III. Conclusions 


For the whole set of income classes under observation the Ohio sales 
tax is regressive with respect to both gross and net measured annual 
income, although less so when net income is adopted as the criterion of 
taxable capacity. The empirical and derived data also support the hy. 
pothesis that the sales tax is progressive for the whole set of income 
classes when the Irving Fisher concept of income is used as the criterion 
on which to calculate the schedule of tax rates. The same conclusion 
holds when the permanent income concept is adopted. In all cases the 
exemption of food to be consumed off the premises of the place of sale 
makes the tax less regressive (or more progressive). The nonfood ex- 
emptions allowed under the law also makes the tax less regressive (or 
more progressive), but does not have as strong an impact on the rate 
structure as the food exemption. The legal provision that requires pay- 
ment of the tax on food consumed on the premises has a slight positive 
effect in decreasing the regressivity or increasing the progressivity of the 
sales tax in the gross and net income cases. 


APPENDIX 


Following Friedman’s analysis [3], we present the framework which yields 
the values of pertinent parameters from cross-section data. The purpose of 
this rather rough model is not to provide definitive results nor test the per- 
manent income hypothesis, but rather to provide an apparatus from which 
rough comparisons can be made between the elasticity coefficients associated 
with measured income and those based on permanent income. We utilize the 
same notation employed in the text except that J does not include the highest 
income class of “$10,000 and over,” and the subscripts T and P are used to 
designate transitory and permanent magnitudes. 

The heart of Friedman’s permanent income hypothesis is contained in the 
following four equations: 


(1) Cp = BrYp 

(2) Y=Yp+Yr 

(3) C=Cp+Cr 

(4) = "crCp = p= O 


where r is the coefficient of correlation. 

In order more easily to convert the measured magnitudes into permanent 
estimates we assume that the relationship of measured consumption on meas- 
ured income is linear. In our notation we have: 


J J 
(5) = a+ BD Va; 
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where § = .695, r = .997, and the standard deviation from regression is 


$166.00. 
We are not testing the permanent income hypothesis here, so now we assert 


that: 

J J 

j=l 
although for any j, Yr 40, and C740 except where Yo = Yp. When both 
the mean transitory income and mean transitory consumption are equal to 
zero, we have 


= 0 


J 
D> Ya; 


(7) = Yp and 
J 

(8) 7 = Cp. 


From the assumption in (6), it follows that 


J 


jal J 


(9) = Bp = .8768 


Ya; 
j=l 
When 8p > 8, then for any j where 
(10) Yp> Ye, itfollowsthat Vg>  Yp, and where 
(11) Yp< Ye, it follows that Vg < Yp. 


Inequalities (10) and (11) have serious implications with respect to meas- 
uring the equity effects of a tax when permanent rather than measured in- 
come is utilized as the criterion for calculating the elastictiy of the tax base 
with respect to permanent income. Given the tax base and $p > 4, then the 
tax will be less regressive or more progressive if permanent rather than meas- 
ured income is employed as the standard to adjudge the progressivity, pro- 
portionality, or regressivity of a tax. 
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EMPLOYMENT, GROWTH, AND PRICE LEVELS 
THE JOINT ECONOMIC COMMITTEE REPORT 


A Review Article 


By Romney Rosinson* 


On March 24, 1959, the Senate and House directed the Joint Economic 
Committee to conduct a large-scale investigation into the problems of maxi- 
mum employment, an adequate rate of economic growth and the maintenance 
of price stability. On January 10, 1960, less than a year later, the Committee 
and the staff assembled for the purpose concluded its task, having published a 
Committee Report which with minority and supplemental views totaled 156 
pages, a Staff Report (488 pages), 13 volumes of hearings (3486 pages) and 
23 study papers (1364 pages).* It will be some time before the profession has 
managed to digest this enormous volume of material. This review is particu- 
larly concerned with the two central documents, the Committee and Staff 
Reports [2] [3]. 


I. The Committee Report , 


The Committee Report was not unanimous. Six members withheld approval; 
their minority statement complained that the report was needlessly partisan 
and in part unsubstantiated by the testimony of witnesses; ubjections to the 
Staff Report were also raised. In addition, three members added supplemental 
views; among these Senator Butler, for the minority, felt that its statement 
did not go far enough, whereas Representative Patman (whose emphasis on 
the need for lower interest rates was quite pronounced) felt similarly about 
the majority’s report. For its recommendations and topics the report of the 
majority draws mainly, as might be expected, on the Staff Report. But the 
choice is a selective one, and emphases frequently differ. There is full agree- 
ment on a central issue, however: the importance of maintaining an adequate 
rate of growth. 

The Committee Report states categorically: A high and sustained rate of 
growth is possible—with relatively full employment and a stable price level— 
provided proper policies are followed. The required policies are summarized in 
the report’s 12-point series of recommendations. It is a mixed program. There 
is perhaps some tendency—evident in subsequent elaboration as well as in the 
list itselfi—towards a diminution of novelty if not of meaningful content, as 


* The author is associate professor of economics at Brandeis University. 

* The complete list of hearings, studies and reports is in the bibliographical section of the 
following issues of the American Economic Review: Sept. 1959, p. 812; Dec. 1959, p. 1136; 
Mar. 1960, pp. 261-62; June 1960, p. 521. 
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it draws towards its close. Proposal 10 suggests that tariffs be reduced gradu- 
ally. Number 11 is “Revise our farm policy, including more research to find 
new uses for farm products.” The concluding proposal is noncontroversial: 
“Improve our foreign trade position.” 

Among its important recommendations, the report cites the proposal for a 
federally sponsored program of education as most important in contributing 
to an improved rate of growth. The program (adapted from the Staff Report) 
is a broad one, including not only school aid but provision for support of 
medical and scientific research, public and private apprenticeship programs, 
and the establishment of national productivity centers. The report accords 
top priority to this program in order to sustain a growth rate of 4.5 per cent 
over the next 15 years. 

Some supporters of education may be distressed that such a program should 
be advocated principally in order to win a growth race. Moreover, it is a 
little surprising that the claims therefor should be associated with a time-span 
as short as 15 years, since the payoff from investment in education, in addi- 
tion to its difficulties of measurement, is usually considered to be slow. In any 
event, a growth rate of 4.5 per cent annually clearly demands that education 
be given some assistance from economic policies in their more conventional 
form, and the Committee Report’s proposals in this area have immediate pro- 
fessional interest. 

Other proposals for promoting growth include the following: (1) monetary 
and fiscal policies permitting an expansion of money demand appropriate to 
the increase in output, (2) greater reliance on fiscal policy (in relation to 
monetary policy), and (3) strengthened application of the antitrust laws. 

The first of these recommendations cites the fact that since 1953 the money 
supply has grown less rapidly than output and suggests—drawing on Milton 
Friedman’s argument submitted at both 1958 and 1959 hearings—a steady 
year-to-year percentage increase in the money supply. It is a tribute to Fried- 
man’s persuasive powers that the Committee Report approves this proposal 
even though the Staff Report does not. But the similarity between the Com- 
mittee Report and Friedman’s views ends abruptly—this much seems clear, 
even if the report’s outline of the scope of monetary policy is not—since Fried- 
man had held that monetary policy ought in essence to involve no more than 
such expansion. That he would approve his own proposal in the setting sup- 
plied in the report seems rather improbable. 

Defense spending receives prominent treatment within the review of fiscal 
policy (which the Committee Report regards as having “prompter and larger 
effects” [3, p. 19] than monetary policy). It is argued that an increase in 
defense spending contributed to the short-period excess demand in 1955, 
that a cutback contributed to the 1957-58 recession, that these were avoidable 
errors, that such errors have been “one of the major causes of economic in- 
stability” since the second world war [3, p. 20], and that defense spending 
could to some degree be manipulated in the interests of positive fiscal policy. 

But what is most important is the proposal [3, p. 20] for stimulating 
growth through a combination of tight fiscal and easy monetary policy: run 
substantial budget surpluses in prosperous periods and use the proceeds for 
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debt retirement, thus encouraging investment at the same time as consump. 
tion is restrained. Changes in tax rates (income taxes in particular) are pro- 
ee posed as the principal discretionary fiscal tool. 
a Advocacy of this program suggests some confidence that investment will 
be responsive to easy money (and hence, to some degree at least, to low in- 
terest rates) and that it will not be inhibited by other aspects of the program 
such as the lowered consumption-investment ratio. Any failure of investment 
would make the program’s results singularly unhappy ones. Yet, later, the 
Committee Report admits the gaps in our knowledge: “. . . further studies 
should be undertaken to determine what can be done to reduce the instability 
of plant and equipment investment. It may well be that it is impossible to 
stabilize these outlays, or that stabilization would lead to a lower average 
level” [3, p. 33]. It is also disturbing to read, at the beginning of Section 5 
that “effects of a higher interest rate structure on spending are quite moderate.” 
Section 5 (Debt Management) is lengthy; it ranges over such topics as 
Treasury consultation with the banking community on new bond issues, oli- 
gopoly in the New York bond market, callable bonds, and the bills-only 
doctrine. The recurring theme is that interest rates on federal issues have been 
higher than was necessary. (The report refuses to approve lifting of the 4% 
per cent bond interest ceiling until “major reforms in fiscal, monetary and 
debt management policies are instituted.”) But the complaint is not that too- 
high rates have restrained spending and growth; it is that the Treasury has in 
. this way needlessly spent money to the benefit of interest-receivers. However 
; important the problem of debt-service cost may be in other respects, it takes 
| an effort of will to regard it as a central issue in the devising of policies suit- 
| able for growth, full employment and stable prices. 
The Committee Report’s recommendations propose also a reordering of 
' priorities in government spending so as to place greater emphasis on programs 
“essential to the Nation’s and the free world’s defense, to promote the well- 
being of our people, and to contribute to a higher rate of economic growth” 
: [3, p. 24]. In addition to education, the high-priority items include missiles, 
| combat troops, foreign aid, research in science and medicine, natural re 
source conservation, and aid to distressed areas. The report insists that these 
: proposals are perfectly consistent with its budget-surplus recommendation. 
The list of reduced-priority programs is, however, briefer: subsidies for agri- 
culture and business and “other resource-wasting Government programs.” 
The report submits two pages of familiar proposals for closing tax loopholes, 
and draws attention to the easing of financial and economic pressures that 
come with high growth of output. It does not add that programs designed to 
stimulate growth may by their nature generate new conflicts and pressures. 
The Committee Report has been reviewed at some length since its form 
entitles it to ranking as the capstone of the entire study. Its content does 
not. The selection of ideas from the Staff Report is casual; instead of sub- 
mitting them to proper intellectual discipline, the Committee Report is 
; disposed to take excursions into topics only peripherally related to the cen- 
tral issues. The Staff Report must bear some responsibility for the nature of 
the Committee Report. Yet the latter does an injustice to the competent 
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economists who were assembled for the study. And it performs little service 
for those who have felt that recent policies, pursued out of a zeal to protect 
the dollar against further depreciation, may have had unfortunate side effects. 


Il. The Staff Report 


The suggestion that there exists a natural harmony between growth, high 
employment and price stability in the proper order of things pervades the 
Committee Report. The Staff Report [2] is under no such illusion. Its princi- 
pal theme is clear; it might be summed up as follows: Over-all monetary-fiscal 
controls are poor tools for the maintenance of price stability. Particularly in 
the manner of their application in recent years, the cost of so using them, in 
terms of lost output and growth, has been heavy. The mix of these policies 
should be altered, and new emphasis put on growth as a national objective. 

The Staff Report submits three sets of proposals, the latter two concerned 
with long-run growth and price stability. The first set deals with monetary- 
fiscal reform: (1) better management of defense spending to reduce insta- 
bility; (2) greater stress on discretionary fiscal policy—notably personal in- 
come tax changes—as a needed supplement to the automatic stabilizers; (3) 
more reliance on fiscal policy and less on monetary policy to achieve any given 
level of restraint; (4) within monetary policy, introduction of selective con- 
trols. This is an incomplete list; but presumably most of the remaining pro- 
posals, such as abandonment of the bills-only policy, are of somewhat less 
importance. 

These proposals draw on argument later developed at length within the 
report. The monetary policy chapter stresses the deficiencies of monetary 
policy as a precise instrument of control. The fiscal policy chapter notes “the 
decline in fiscal restraint”: a declining ratio of budget surplus to GNP. It is 
suggested that underreliance on fiscal restraint (through reduction in total 
saving) and overreliance on monetary restraint have inhibited investment. 
The Staff Report does not follow the Committee in an explicit recommenda- 
tion that tight fiscal and easy monetary policy be used in combination (the 
topic is briefly discussed in Chapters 8 and 9), although it may be argued 
that this is the only position logically consistent with the report’s proposals in 
entirety. 

It will at once be apparent that neither the theme of the report nor any of 
the four proposals listed is new. These ideas have been commonly discussed 
in recent years and supported by many economists of impeccable professional 
reputation. What is new is that they should appear in combination in a form 
which offers some suggestion of official sanction. There has already been much 
angry criticism of the Staff Report, some of it to be expected of any such 
document which joins criticism of monetary policy to an attitude towards 
price level stability which—by the standards of recent official pronouncements 
—is downright casual. Moreover, “the Eckstein group” has not hesitated to 
pinpoint 1953 as the year the slowdown began, a choice which can hardly be 
expected to encourage Republican enthusiasm for the report. The authors of 
the report may have felt that the balance of opinion in government-sponsored 
documents needed evening up; that, at any rate, is the way it sometimes reads. 
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The 11 chapters in the Staff Report are uneven in length, style and quality, 
Chapter 1 is an introduction and summary. The proposals in Chapter 6 
(Unemployment) are in the main familiar: adjustments in the unemployment 
system, a federal program for chronically distressed areas, and so on. Chapter 
7 reviews some still more familiar ground in respect to agriculture; it adds 
little to the report. Chapter 11 deals with the United States in the world 
economy; its conclusions are not mentioned in Chapter 1, presumably because 
they deal with topics only peripherally related to the central interest of the 
report: the gold outflow, the competitive position of U.S. exports, and the use 
of the dollar as an international currency. Seven chapters thus remain for de. 
tailed consideration: three on growth, one each on fiscal and monetary policy, 
and two on the postwar inflation and policies to restrain market power. 


A. Growth 


The fact that three chapters are devoted to growth indicates the importance 
accorded it as a policy objective. Any accusation of failure to stress the im- 
portance of reasonable price stability would be quite unfair. But the refer- 
ences, although frequent, are sometimes faintly perfunctory, as though the 
authors felt that stress on this topic by others had already pushed it into the 
area of diminishing returns, and that a shift in the balance of emphasis would 
be desirable. 

The genesis of the 4.5 per cent growth rate used in the Committee Report 
is interesting. Chapter 4 is a short but careful attempt to estimate the likely 
rate of growth through 1975. It stresses the uncertainties of projection, then 
suggests 4.5 per cent as the probable upper limit attainable with good manage- 
ment and good luck in respect to all the numerous factors involved. Assuming 
no serious depression, 3.4 per cent is offered as the other end of this range; an 
intermediate figure of 3.9 per cent is also mentioned. The upper-limit figure 
receives rather more attention in Chapter 1, and in the chapter summaries 
which preface the entire report, things come out like this: “Actually, we can 
enjoy an even higher rate of growth, 4.5 per cent per year, if we try” [2, p. xxvi]. 
This is not the tone of the chapter. 

Considering the emphasis on growth, it is ironic that much of the material 
on this topic constitutes the report at its worst. Chapter 3 compares the 
1947-52 period against 1953-59, to the detriment of the latter: the growth 
rate was lower (2.2 per cent as against 4.6) and the speed of recovery from 
recession was slower. It may well be that the post-1952 period was one in 
which official policies yielded a payoff in price stability that was small in com- 
parison to the losses elsewhere, even on the basis of the marginal value scale 
of those disposed towards price stability. But the report pursues this topic 
elsewhere. In terms of policies for long-run growth, what is the meaning of 
performance during any such short period, or a comparison between two such 
periods? Moreover, the choice of periods is an open invitation to partisan dis- 
sent. The minority statement published with the Committee report not only 
dissents, but notes the dubious propriety of using the 1947-52 period, bounded 
as it was by two wars, for favorable comparison. The use of such figures ex- 
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the entire report to a charge, of which it is in the main quite innocent, 
of crude statistical manipulation. It does little to advance the affirmative 
argument of the Staff Report: a serious proposal for greater use of discretion- 
ary fiscal policy demands as much bipartisan support as can be mustered, and 
the choice of such a vinegary approach is puzzling. 

Chapter 2, which reviews the significant factors in long-run development, is 
the basis for the Committee Report’s proposals for education and research. 
The list in the Staff Report is lengthy; it is in fact comprehensive in the sense 
of listing almost everything that could possibly have been listed. It is sub- 
mitted in support of quantitative rates of growth. Since scarcity is the funda- 
mental issue behind the growth problem, it is surprising to find proposals 
which suggest that the scarcity principle is nowhere involved. In an economic 
report, it might be expected that the recommendations be quantitative, that 
the proposals be given some order of priority, and that some estimates be 
made of marginal rates of return. Of course, these are in actuality impossible 
demands; earlier in the chapter, the report admits as much (and so its asser- 
tion that school aid is “the single most important step” becomes a statement 
of faith). But if quantitative estimates are impossible, the meaningful con- 
tent of these policy proposals as contributors to a 4.5 per cent growth rate is 
called into question. 


B. Fiscal and Monetary Policy 


The fiscal policy chapter is principally concerned with a historical review 
of federal government policies since the second world war. Otherwise it is 
confined to a few generalizations which it is suggested arise out of this ex- 
perience, and a short but important series of proposals for the improvement 
of fiscal policy. Its generalizations include a recognition of the possible need 
to choose between full employment and price level stability; the chapter opts 
for greater emphasis on high employment. It is interesting that Chapter 1, 
which incorporates other parts of the chapter, omits this assertion, being 
content to argue that its proposals should “substantially reduce the present 
impasse between price level stability and a rate of growth commensurate with 
our true potential” [2, p. 26]. Perhaps it was felt that a blunt statement 
would oversimplify the issues involved; but Chapter 8 is left with only brief 
analysis in support of its forthright assertion. Elsewhere, it furnishes some 
basic arguments used in both Staff and Committee Reports: insufficient atten- 
tion to the destabilizing impact of changes in defense orders, dwindling use of 
discretionary fiscal policy, and the need for strengthened automatic stabilizers. 
No attempt is made at an over-all survey of the uses and limitations of fiscal 
policy. 

Chapter 9 (Monetary Policy and Debt Management) is a different matter. 
It is by far the most satisfactory part of the entire Staff Report in its attempt 
to furnish a comprehensive analytic background for the topic under discus- 
sion. The 115 pages of this impressive chapter incorporate a very considerable 
amount of recent thinking on matters related to monetary policy and debt 
management. Its viewpoints are sufficiently unequivocal and sufficiently un- 
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orthodox to assure an adequate supply of objections. Time and criticism may 
in due course possibly invalidate some of these viewpoints; but they are neither 
foolish nor superficial. 

The treatment of general monetary controls in this chapter is not a kindly 
one. It argues that they are not general at all but apply most unevenly, and 
with a considerable lag. They have worked most severely on residential hous- 
ing—largely in consequence of the interest ceilings on FHA and VA mort. 
gages. The power of the Federal Reserve to restrict the total money supply 
has been severely limited by bank holdings of government debt; so much of 
this is short-term debt that the locking-in effect during periods of tight money 
is small. Financial institutions may have become more sensitive to interest 
rate changes; but they have also become more ingenious in economizing on 
cash balances during tight-money periods, thus speeding up the velocity of 
money. 

To suggest that skill in mobilizing idle balances can be an offset to tight 
monetary policy is to argue that such policy may prove clumsy in its applica- 
tion, not that it is useless. Unless there is no practical limit on the extent to 
which idle balances can be activated, limitation of the total money supply 
is still of vital importance. This is the essential backing for the argument 
prominent in the latter half of the chapter, that (in association wita fiscal 
policy) monetary policy has been effective in restriction, that it Aas held down 
output and growth in a misguided attempt to control price-level increases, 
Already-published criticisms complain that this is working both sides of the 
street. 

Certainly the chapter would have been strengthened had it applied the same 
form of careful analysis earlier evident in order to demonstrate the consistency 
of the total argument. There is not much discussion, and what there is tends 
towards generalities. Thus [2, p. 396]: “It is quite possible that the sharp 
rises in interest rates in inflationary periods have been relatively ineffective 
in checking investment in the short run, while the gradual effects of the secu- 
lar upward drift have weakened the general incentive to invest.” The general 
incentive to invest, whatever it may be, presumably exists in the short run as 
well as the long. Even the secular period in question is rather short, unless 
something other than 1954-1959 is meant. 

A reconciliation (if one is needed) might emphasize that lags in operation 
are still longer than is commonly supposed; there is a hint of this [2, p. 393]. 
That would make monetary policy both effective (in that tight money can 
restrain spending) and ineffective (in that it may do so only long after the 
need for restraint has passed). But Friedman has stressed the significance of 
lags in suport of his own earlier-mentioned monetary policy proposal, e.g., his 
remarks [8]; if the Staff Report were to emphasize the length of lag, it might 
be regarded as veering towards the Friedman position—which in other re 
spects it is not disposed to do. And there would remain the alleged unrespon- 
siveness of investment and consumer durable spending to interest rate changes, 
on which considerable stress is laid. The chapter is cool towards the distine- 
tion between the interest rate and credit availability: “Doubtless there is 
something to it...” [2, p. 374]. 
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Whatever its shortcomings, Chapter 9 remains a well-marshalled summary 
criticism of monetary and debt management policy. But by the nature of its 
topics, it can at best do little more than provide a favorable setting for the 
affirmative argument of the total Staff Report. Success in Chapter 9 even poses 
some threat to that argument. For to stress the deficiencies of monetary policy 
is to imply that fiscal policy merits more credit for the past and more em- 
phasis for the future. But some cited objections to monetary policy (lag 
between times of need and application, uncertainty as to which way the wind 
is blowing) can easily be applied to fiscal policy. If it can be shown that the 
latter is equally clumsy and discriminatory in the small, then it may follow 
that the mild recessions of the 1950’s indicate a degree of control about as 
good as can reasonably be expected; and that is not quite the conclusion 
toward which the report is directed. 

In any event, the logic of the Staff Report position demands more than a 
simple advocacy of strength through growth. It requires some argument to 
rebut the official position-—that is, analysis to demonstrate that the marginal 
gain in price stability resulting from recent policies was small and that the 
marginal loss in empl, ment and output was large; it demands also a demon- 
stration that t's |. rate of substitution, or something close to it, would 
persist over a »iyuilicaut range if effective demand were carefully relaxed. 
Finally, the argument may have to deal with the fact that (if the investment- 
consumption ratio is too low) full-employment output does not automatically 
provide a growth rate that is considered desirable as the result of peering over 
one’s shoulder at an oncoming national competitor. These are all terribly 
difficult tasks, and even a moderate degree of success would be a major ac- 
complishment. 


C. Inflation; the Schultze Paper 


Chapter 5 (Postwar Inflation) resembles the fiscal policy chapter in that 
its primary concern is with the historical record. But it submits even fewer 
recommendations, and its analytic note is more pronounced. This chapter 
together with the first three study papers [4] [5] [6] (notably the Schultze 
paper shortly to be discussed) represent a careful and thorough attempt to 
evaluate postwar price movements. 

The chapter notes the concentrated quality of the 1955-58 price rise: 
within the wholesale price index, steel and machinery components accounted 
for two-thirds of the increase. Elsewhere, the principal increases were in 
construction and in services (notably medical services). Steel is the subject 
of a separate study paper by Eckstein and Fromm [5]. Its conclusions are 
cost-push in nature: market power possessed by both industry and union, 
plus alleged government pressure for wage settlement, yielded a wage-price 
interaction. (The chapter seems to put more emphasis on the 1955 automobile 
wage settlement as a factor in the 1956 steel agreement than does the study 
paper.) The indirect consequences are stressed: a cost-push into steel-using 
industries, the influence of steel wages as a pattern-setter. 

Machinery prices in 1954-58 are explored in T. Wilson’s short study paper 
[6], with the conclusion that the demand pressure of the 1955 investment 
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boom played the primary role. (But it is possible that this is an area in which 
the inability of price indices to catch quality improvements may be marked.) 
In services, pressure of demand is again considered the principal factor; the 
same verdict is applied, although with more caution, to construction. 

Like all other important chapters in the Staff Report, Chapter 5 draws 
heavily on Charles L. Schultze’s analysis of the 1955-57 rise in industrial 
prices [4]. This reliance is well founded, since the study provides a con- 
siderable argument against the use of over-all controls to restrain a particu. 
lar kind of price-level increase. The Schultze study gives evidence of a gesta- 
tion period much beyond the ten-month life of the Joint Economic Committee 
project. It is a measured and careful attempt to apply the literature on infla. 
tionary movements to the 1955-57 experience, and is itself a considerable 
addition to that literature. 

Schultze effectively makes the point that it is impossible to “prove” either 
demand-pull or cost-push inflation by pointing to ex post material. If, for 
example, prices are “cost-determined” and wages are flexible, a surge of de- 
mand may have no immediate impact on prices. Instead, the output increase 
may raise productivity and profit margins. But industry members, bidding for 
extra inputs, will drive up wages; since prices are cost-determined, they too 
will increase. In such circumstances, to point to the precedence of wage in- 
crease over price increase as evidence of cost-push inflation is to oversimplify 
the process involved. But Schultze regards the distinction between demand- 
pull and cost-push as analytically meaningful. It reduces, however, to a differ. 
ence as to the manner of price determination—whether prices and wages are 
flexible or cost-determined. “. . . the sensitivity of wages and prices to the 
state of demand proves to be the crucial factor” [4, p. 39]. To assume flexi- 
bility or sensitivity, after the fashion of pure-competition theory, is to in- 
cline towards demand-pull. Cost-push analysis considers prices to be regulated 
more by reference to some standard cost pattern and less by the state of cur- 
rent demand. The choice between these alternative assumptions as to the man- 
ner of price and wage determination is crucial if one takes some initial dis- 
turbance and seeks to trace out its consequences in terms of price-level be- 
havior or the relation between prices and full employment. 

The price rise in 1955-57 was small (about 3.5 per cent annually) for 
analytic purposes, but it was an increase in the rate of rise accompanied bya 
drop in the rate of output increase. It was disturbing both to a public uneasy 
over the threat of inflation and to economists who could not dismiss it, as they 
could earlier rises, as a simple manifestation of excess demand. 

Schultze’s name has already become associated with a particular explana- 
tion of this rise. Actually, there are three—or four—strands to his account 
of the background forces involved. Explanation 1 is the now-familiar par- 
ticular-excess-demand account. Prices are inflexible against downward pres- 
sures. Consequently, any important shift in the pattern of demand will drive 
up prices among those industries favored by this shift; but there will be no 
corresponding price declines among those industries where demand has fallen. 
The average of prices will accordingly rise, even though there is no excess of 
demand in the aggregate, whenever demand shifts. 
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Explanation 2 is ancillary to No. 1. The demand-in-excess industries bid up 
wages and material costs in order to expand output. The demand-deficient 
industries thus experience a cost increase—they must match the wage increases 
brought about by the demand-in-excess industries—which they pass on as a 
price increase. Hence prices rise in these industries also. 

Explanation 3 pertains to excess demand in the aggregate. Having earlier 
noted that where prices are primarily cost-determined, a surge of demand can 
yield a series of lagged cost increases, Schultze notes [4, p. 71], “. . . the 
rapid and quite generalized rise in monetary demand during the recovery of 
1955 did leave a legacy of built-in price and wage increases which added to 
the selective inflationary pressures emanating, during the succeeding 2 years, 
from the capital goods sector of the economy.” 

Schultze devotes little time to Explanation 3, evidently feeling that he has 
little further that is new to contribute. His repeated cautions against the use 
of aggregative analysis when dealing with inflation show his disposition toward 
Explanations 1 and 2. But he also stresses a fourth element: the rising im- 
portance of overhead costs. It is quite possible that this may ultimately prove 
as significant a factor in pricing behavior as downward price rigidity. 

The argument rests on evidence of a rising proportion of overhead costs to 
total costs. This ratio, as Schultze’s statistics seem to indicate quite clearly, 
has been rising throughout the postwar period. Behind lies a shift of input 
proportions against direct labor: such labor is being replaced by a combina- 
tion of new-type capital equipment and supervisory labor. Also, the ratio of 
relatively short-lived equipment to long-lived plant has risen substantially, 
thus increasing the depreciation element in fixed costs. 

The rise in the ratio of fixed to total cost makes average cost (AC) more 
sensitive to output changes. Typically, capacity and minimum-AC levels of 
output have also been increased (it is evidently assumed that these two levels 
are close to one another). Until 1955, these increases were justified by corre- 
sponding increases in actual output. Thereafter, output increases failed to keep 
pace with the rightward-moving AC curve. Schultze thinks producers may have 
tried to recoup the consequent rise in AC through a rise in prices. 

It is evident from the combination of Explanations 2 through 4—and in 
part contrary to the impression which Explanation 1 might convey—that 
Schultze’s interpretation of price behavior leans heavily towards the influence 
of cost of production. In an introductory statement of the basic problem, he 
suggests that two major sets of factors demand consideration, namely (in a 
shortened version of his statement [4, p. 4]): (1) the impact of rising prices 
on aggregate demand, and (2) the impact of changes in demand on price. It 
is interesting that this interaction involves demand and price, not demand and 
supply. And the second is unorthodox, in so far as conventional theory indicates 
that the impact of a change in demand must always be to change price, save 
in particular instances far removed from the concern of the paper, such as 
the case of the long-run perfectly elastic supply curve derived from constant 
costs. The possibility which interests Schultze is that price will mot change. 
If the critical interaction can be described as one in which demand and price 
are the elements, it is because price, in his analysis, is so closely associated 
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with supply: suppliers make the price; a change in demand may prompt them 
to change that price—or it may not. The two scissors-blades do not haye 
equal cutting-power. Consequently, a demand-pull theorist may find Schultze’s 
analysis unattractive, despite his insistence that all major inflations are 
demand-pull in nature, and that any cost-push movement must sooner or later 
be disciplined by the limiting factors of a fixed money stock or of a progres. 
sive tax system. 

If Schultze’s explanations are considered as generalizations regarding price 
behavior that apply over a wider period than 1955-57, then it follows that 
we are in serious inflationary trouble. The 1955 shifts in demand, however 
considerable, were well within the range to be expected with some frequency in 
an economy enjoying freedom of choice. Moreover, an emphasis on growth 
might well intensify such shifts. Our sole consolation is that price increases 
in the 1950’s were fairly moderate—and here, the facts are more comforting 
than the logic. A price system that is basically cost-determined, but also 
flexible upward in the face of demand increases, has considerable inflationary 
potential; and that seems the system implicit in Schultze’s explanations. But 
there may be some conflict between these explanations. 

There is a basic shortcoming in the Schultze paper in that it does not 
utilize a consistent background theory of price determination. To insist that 
its author provide such a theory, in addition to his thorough exploration and 
analysis of a particular historical period, is to demand perfection. But this 
paper is a principal analytic prop for a major Congressional study, and it 
must be judged accordingly. 

For his analytic background, Schultze relies [4, pp. 55- 59] on the “modified 
full cost” price analysis of Heflebower, Lanzillotti, Gordon and others. But 
—-as Schultze himself points out—this analysis provides only limited support. 
The full-cost price is commonly regarded as determined by the addition of 
some margin to prime cost or to full cost at some standard operating level. 
Because it does not recognize per-unit cost changes resulting from a departure 
from this operating level, it does not help Explanation 4 (rising AC). Schultze 
must thus support this explanation by the appeal, “It is not at all unlikely 
that these higher costs formed the basis for price increases.” And he may be 
right, marginal analysis or no. The objection that producers will not dare to 
increase price in the face of intensified competitive pressure may not hold; 
there may be some trend towards the example of the regulated-price industries. 
But this is still in the area of speculation. It is important to know if Schultze’s 
speculation is correct. If it is, then over-all monetary-fiscal policies are effective 
as price regulators—except that they work in reverse. 

Absence of a consistent theory of price is more clearly evident in the con 
flict between Explanations 1 and 4: one account has producers increasing 
price when sales exceed their expectations, while the other has them doing 
when sales fall below expectations. Indeed, much of the full-cost argument 
can be turned against Explanation 1. If increases in output (which do not 
press too hard against capacity) improve both labor productivity and profit 
margins—a point on which the paper lays considerable stress—then the in 
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centive to exploit a rising market by increasing price is weakened. If the 
firm’s goal is some target rate of return, expanded output means that this tar- 
get is more easily reached or surpassed without price increase. Moreover, the 
statistical backing for Explanation 1 is not strong: Schultze’s 48-commodity 
correlation between price changes and output changes is low. He gets a high 
correlation only by pulling out nine of the most uncooperative commodities. 
All that seems to come out of these statistics is that nearly all prices show a 
tendency to move upward, and that this tendency is a little more pronounced 
among commodities whose output is increasing most rapidly. 

Explanation 2 can be attacked in somewhat comparable fashion. Input 
prices can be expected to rise only in those cases where demand-in-excess 
industries compete for inputs with demand-deficient industries and where the 
increase in the former’s demand for inputs exceeds the decrease in the latter’s 
—it being remembered that demand in the aggregate is not excessive. In 1955, 
the wage-rate increase in industries at the top of the increase-in-output range 
was nearly identical with the wage increase in industries at the bottom of this 
range. Schultze seems to regard this as evidence that demand-in-excess indus- 
tries initiated the upward wage movement, which then spread throughout all 
of manufacturing. But the figures neither affirm nor deny this contention. 

Perhaps, as Chapter 5 of the Staff Report points out, and as Samuelson and 
Solow have also suggested [1], there may be no one all-purpose price theory, 
so that each of Schultze’s explanations is correct in its own place. But if such 
explanations are to become useful theories, we need an ex ante statement of 
the area within which each account can be expected to apply. So long as ex- 
planations are framed in general terms, without such a statement of the 
territorial limits of each, it seems appropriate to pit one against the other in 
search of inconsistencies. It will be a happier prospect for the 1960’s if some 
of Schultze’s hypotheses turn out to be wrong or to be limited in scope; and 
it will be a happier prospect for price theory if some tolerably uniform gen- 
eralizations about price behavior can be sustained. 

Whatever inner shortcomings, if any, there may be, the Schultze analysis 
remains a powerful reinforcement for the Staff Report. Yet a conclusion simi- 
lar to that which was suggested with respect to the monetary policy analysis 
may once again apply: Schultze’s paper advances the Staff Report thesis only 
so far; in some respects it may even be considered an embarrassment to that 
thesis. It is clear that over-all monetary restraint is a poor tool for dealing 
with the kind of price-level increase that Schultze describes. But the same 
conclusion applies to fiscal restraint. And a demonstration that price-level in- 
creases are so intractable may at least provide some justification for the degree 
of official stress which has been placed on the importance of this problem. 
Hence in order for the Staff Report to sustain its emphasis on growth, and at 
the same time to relieve public uneasiness that a growth program might in- 
tensify upward pressures on the price level, the Schultze paper would seem 
logically to demand of that report an adequate set of proposals for inflation- 
ary control. The Staff Report does submit proposals, in Chapter 10, now to 
be considered. As to their adequacy, there may be some division of opinion. 
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D. Anti-Inflationary Public Policies 

Chapter 5 in the Staff Report concludes that policies for restraint of price 
level increases must be “diverse and flexible.” Diversity and flexibility jp 
public policy are to be sought after even as beauty in women; but the specif. 
cations are not easily drawn up in either circumstance. Chapter 10, at any 
rate, has limited success. 

This chapter, which occupies just over 9 pages in the Staff Report, pro. 
poses a vigorous and expanded antitrust program and a reduction in tariffs 
Hopes are expressed that some benefit might accrue from an annual business. 
labor conference. Finally, there is some discussion of various stages of goy. 
ernment intervention in the price-making process, policies which the chapter 
carefully warns must be considered only as a last resort. In this group, the 
most drastic measure cited is the establishment of an agency authorized to 
suspend proposed price increases and to hold hearings thereon. This is pre. 
cisely the kind of central power now vested in agencies like the Interstate 
Commerce Commission, and its mention in a sense brings the argument of the 
chapter around full circle, since in its earlier one-page elaboration of the 
proposed antitrust program, the chapter suggests that Congress re-evaluate 
the policies of such agencies. 

Perhaps it is true that [2, p. 439]: “By making the economy more compe. 
titive, antitrust activities serve not only to reduce inflation, they also help 
encourage a more rapid rate of growth.” But this is an unsupported state. 
ment; it is not adequately sustained by vague associations between price 
level increases and market power. It is not so long ago, at the close of the 
second world war, that economists were wondering why prices rose les 
rapidly in the concentrated industries. 

The question at issue is not the use of antitrust laws as instruments of 
social policy, but their use for particular objectives. The Sherman Act was 
not written to restrain the rate of price-level increase, nor to sustain a desired 
rate of growth in national income. It is not uncommon, when demanding such 
things of the antitrust laws, to take out insurance by expressing disappoint- 
ment at their past performance (the Staff Report is no exception); but 


‘unreasonable demands can lead only to further disappointment. Simon Whit- 


ney’s testimony before the Committee at the 1958 Hearings did not support 
the view that antitrust convictions bring about changes in pricing practices; 
and what is still more to the point, there is little support for it in Theodore J. 
Kreps’ study paper written for this Committee project [7]. 

At the very least, it is doubtful whether any feasible stiffening of the anti- 
trust laws would significantly alter price behavior. An attack on conscious 
parallelism is an attack on a symptom. If it were to be pushed until it hada 
major impact on pricing practices, we simply do not know what the total 
consequences would be, except that to assume an impact confined to the 
manner of price-setting would be naive. As to this matter, rather more 
knowledge as to the sociology of price-setting than we now possess is needed. 

The antitrust proposal is still more puzzling to interpret (except as 4 
simple compulsion to say something) when it is recalled that (with the pos 
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sible exception of construction) steel is the only industry discussed in Chap- 
ter 5 in which there is a close association between price increases and market 


wer. 

Of course, the Schultze particular-excess-demand argument persists: it is 
the downward inflexibility of prices in the demand-deficient industries that 

es up the price average. But it follows that these are the prices towards 
which antitrust action should be pointed. Yet the Staff Report is notably 
cautious about associating downward inflexibility with market power. There 
is no hesitation in the monetary policy chapter on this point; but there is a 
mild defense of wage inflexibility in Chapter 5 that might well be interpreted 
equally as a defense of price inflexibility. This caution seems wise. As to 
downward inflexibility, “monopolistic conspiracy” is a name, not a theory, 
and a temporary suspension of judgment seems appropriate. It i is a phenom- 
enon still to be explained. Perhaps in part it is an illusion; but while there 
may be less inflexibility than the published figures would indicate, there is 
also more of it than marginal price analysis would indicate. 

If antitrust action will not work, then it follows that we know exceedingly 
little about proper measures for control of the price level except for such 
obvious (and just possibly sufficient) restraints as control over the total stock 
of money. And what is even more distressing, we know very little as to the 
quantitative terms of choice between the objectives listed in the title of the 
Committee’s study. 

In this respect, the Staff Report is unsatisfying. Chapter 1 asserts that 
much time and energy was spent in an investigation of the relation between 
growth and the price level; yet no summary conclusions are easily found. 
The report’s strengths lie in the evaluation of monetary policy and in the 
Schuitze analysis. It makes a fairly good case that discretionary fiscal policy 
has been neglected and monetary policy overworked. On growth, it is notably 
less successful. We are all in favor of growth; what we want to know is how 
much growth at what cost in terms of what. 

There is a vast amount of useful analysis in the Staff Report, the hearings 
and the study papers. The central topics are difficult and complicated in the 
extreme. There are marks of haste and insufficient integration throughout 
the Staff Report; insufficient time is the obvious source of many of its short- 
comings. Bluntly put, it was ridiculous to expect that a staff could be assembled, 
hearings held, study projects assigned, and the whole enormous resultant mass 
digested, in less than a year. Viewed against the background of this limiting 
factor, the Staff Report emerges as a remarkably good performance. But if a 
comprehensive and penetrating study was really wanted, why was not ade- 
quate time allocated for its preparation? 
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COMMUNICATIONS 


The Origins of the Contributors to the A.E.R. 
During the ’Fifties 


A few years ago an analysis was made of the institutional affiliations of 
participants in the programs of the American Economic Association [2]. 
This note, an extension of that inquiry, reviews the institutional affiliations 
of contributors to the American Economic Review (apart from the Proceed- 
ings); and identifies the institutions at which the contributors obtained their 
terminal degrees. 

There were 383 contributors to the AER in the last decade (1950-59). 
They produced 484 “titles” which encompassed 5,664 pages. An average of 
14.79 pages and 1.26 titles per author was recorded.’ The top 25 contributors 
accounted for 20 per cent of the total pages and 15 per cent of the total titles.” 

A contribution, or title, was defined to include articles, review articles, 
notes, communications, and memorials. Ordinary book reviews were not 
counted. Since some contributions had more than one author and sometimes 
these authors were associated with different institutions it was decided to 
make a page count for the contributions of institutions instead of a “title” 
count.* When a contribution was written by more than one author the number 
of pages was divided equally among the authors’ institutions. Contributors 
were affiliated with 120 institutions. Table 1 shows the institutions in which 
contributions aggregating more than 100 pages had their origin during the 
last decade. 

There was less concentration of authors in a small number of institutions in 
the case of the regular issues of the AER than in the case of the Proceedings [2]. 
Authors at four institutions had contributed about one-third of the papers in 
the case of the Proceedings. In this study authors at four institutions produced 
a little over one-fifth of the total.* Both the University of California and the 
University of Chicago repeated in the top four. No one institution dominated 
the contributions. The University of California, the largest contributor, pro- 
duced only 6.9 per cent of the total. Fusfeld’s conclusion still holds and is 
reinforced for the location of a contributor: 


The large universities provide their staff with more time for research, 
assistance of various types, and graduate students to dig up data. It would 
follow that people at such institutions would be discovering more, have 


*These averages were the simple arithmetic means of the total pages and total titles 
divided by the total contributors. There were 276 authors who contributed only once. 

*None of the top 25 contributors collaborated with each other, although 4 of the 25 
collaborated with some of the other 358. 

*Over 90 per cent of the titles and pages were contributed by single individuals. 

*If titles contributed (even when computed by different methods) are used instead of 
pages the relative rankings of the institutions is slightly different and the percentage by 
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‘FABLE 1—INSTITUTIONS WITH WHICH AUTHORS WHO TOGETHER CONTRIBUTED 
100 Paces on More To THE AER, 1950-1959, were AFFILIATED* 


‘a Per Cent of 
Institutions Number of Pages Total Pages 

University of California 392 6.9 
Massachusetts Institute of Technology 363 6.4 
Stanford University 309 5.4 
University of Chicago 218 3.8 
University of Michigan 214 3.8 
Federal Reserve System 200 3.5 
Johns Hopkins University 199 3.5 
University of California, Los Angeles 197 3.5 
Harvard University 185 3.3 
Yale University 164 2.9 
University of Wisconsin 158 2.8 
University of Pennsylvania 135 2.4 
Princeton University 134 2.4 
University of Illinois 133 2.3 
Vanderbilt University 112 2.0 
Northwestern University ill 2.0 
Carnegie Institute of Technology 102 1.8 
International Monetary Fund 100 1.8 

3,426 60.5 


* These statistics were computed by dividing the number of pages in each contribution by 
the number of authors and adding the results of these allocations according to the institu. 


tional affiliation of each author. 


(1950-59) OBTAINED THEIR TERMINAL DEGREES 


Tasie 2—TEN InstTiITUTIONS FROM WHICH LARGEST NUMBER OF CONTRIBUTORS 


aati al Per Cent of Total 
Institution des Sample of 287 
Contributors 
Harvard University 62 21.60 
Columbia University 38 13.24 
University of Chicago 34 11.85 
University of California 20 7.00 
University of Wisconsin 13 4.53 
Yale University 12 4.18 
University of Pennsylvania 11 3.83 
University of Michigan 10 3.48 
Cornell University 8 2.79 
Stanford University 8 2.79 


more time for reflection, and consequently be able to produce more than 
economists in a less favorable environment. It might also be argued that 


the top four institutions is a little under one-fifth of the contributions. However, the 
method used in Table 1 appeared to be more informative because of the problem of satis- 
factorily allocating the divided titles. ; 
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the large universities select the best from the profession, and it should be 
expected that such people would have a better performance record than 
-others. 


The Handbooks of the A.E.A. [1] were used to locate the institutions at 
which contributors obtained their last, or terminal degrees. This was done for 
287 of the 383 contributors to the regular issues of the AER, 1950-1959. A 
little over 75 per cent of the located contributors had their last listed student 
affiliation with 10 institutions. Table 2 shows the number of contributors from 
these institutions. 


Taste 3—Tue RATIO OF THE PERCENTAGE OF THOSE WHO CONTRIBUTED TO THE 
PERCENTAGE OF THOSE PREPARING DISSERTATIONS 
ror Eacu or 20 InstITUTIONS* 


Institution Value of the Ratio 
University of California 2.92 
Harvard University 2.25 
Stanford University 2.15 
Yale University 1.99 
University of Michigan ¥: 


58 
University of Chicago 92 
Cornell University 84 
Ohio State University 83 
Johns Hopkins University 72 
Brookings Institution 72 
American University -72 
University of Pennsylvania -70 
Columbia University 60 
Princeton University 60 
University of Wisconsin 51 
University of Illinois 42 
Towa State University 42 
University of Virginia 30 
New, York University 22 
University of Minnesota ll 


* Ratios were computed for only those schools with 1 per cent, or more, of the sample of 
potential contributors. 


At first glance the top four institutions show a large dominating influence 
on the contributions to the AER. These institutions produced over 50 per 
cent of the contributors. Two facts should be noted. First, about one-third 
of all the contributors could not be identified as to their educational back- 
ground. Second, it is necessary to consider the institutional distribution of 
former students in the population from which potential contributors come. 
This has been attempted by determining the percentage of candidates pre- 
paring doctoral dissertations in the top ten institutions listed in Table 2 
between 1904 and 1950 [3]. It was found that students from these institu- 
tions represent about 70 per cent of the number of potential contributors 
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contained in the lists of those preparing dissertations at all recorded instity- 
tions in 1904-50.° 
However, there were some interesting differences between the percen 
of those preparing dissertations and those who contributed to the AER, For 
example, Columbia University had 22 per cent of those preparing disserta- 
tions and 13.24 per cent of those who contributed. In contrast, the cor- 
responding figures for Harvard Univerity were 9.6 and 21.6 per cent 
In Table 3, the ratio of the percentage of those who contributed to the 
percentage of those who prepared doctoral dissertations is given for each 
of 20 institutions. A value of 1 would mean that the former students from 
a specific school were in the same proportion in the sample of the population 
of potential contributors as in the sample of the population of actual con- 
tributors. These ratios may only be suggestive. 
FRANK R. CLEary* 
DaniEL J. Epwarps* 


*The authors are aware of the fact that the lists of candidates preparing doctoral dis- 
sertations which appear in the AER may fall short of completeness. 


*The data for this note was gathered by Cleary, a recent graduate of the University of 
Virginia. Edwards, a graduate assistant of the Bureau of Population and Economic Re- 
search, had been his instructor and acted as technical advisor for the research. 
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The First Two Decades of the American Economic 
Association: Comment 


I will not pretend that I can add anything of importance to Dr. Coats’s arti- 
cle on the early years of the Association. I think, however, that I can throw 
some light on the reason why the Association met at Chautauqua in the summer 
of 1892. Ely was engaged to deliver a short course of lectures as part of the 
educational program of the camp meeting. It occurred to him, very naturally, to 
kill two birds with one stone. I had just finished my first year of graduate study 
in economics at Johns Hopkins, and I decided to take in Ely’s lectures at 
Chautauqua. (I may have been one of the first to take my graduate work in 
economics in this country instead of Germany.) 

The Association met in Chicago during the summer of 1893 at the time of 
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the World’s Fair. I attended this meeting also. I have suspected that Ely ar- 
ranged for this meeting place also. 


T. N. Carver* 


*The author, emeritus professor of economics, Harvard University, was president of the 
Association in 1916. 


Competition and Growth—The Lesson of West Germany: 
Comment 


In a recent article in this journal,’ Professor Egon Sohmen discusses the 
problem of rapid economic growth in developed countries, with particular 
reference to West Germany. Sohmen contends that this country’s successful 
recovery in the postwar years can be attributed to the renunciation of “post- 
Keynesian orthodoxy” and to its efforts to sustain a “more competitive 
economy.” He wisely concedes, however, that West Germany’s economy is 
far removed from the conditions of perfect competition. But at one point (p. 
994) he refers to a “more efficient resource allocation”; and indeed if there 
is to be any point to his argument at all, he must mean that resources were 
allocated in West Germany much more in keeping with personal and private 
preferences, as expressed through a competitive pricing mechanism, and much 
less according to central government influence, than was true in other West- 
ern countries. But if this is truly Sohmen’s thesis, it is one that is exceedingly 
difficult to reconcile with much that happened in West Germany during the 
period in question. 

The facts of recovery are not in dispute. Between 1948 and 1957, West 
Germany achieved a h.gh growth rate, which is all the more remarkable when 
one considers the serious structural problems which the country faced at the 
beginning of this period. Housing and productive facilities had suffered 
extensive destruction during the war. In addition, there had been a large 
influx of refugees into the area of the Federal Republic in the years imme- 
diately after the end of hostilities. 

Many of the difficulties in the structure of production were not easily 
overcome. In some sectors of the economy, capacity shortages and bottlenecks 
persisted for a long time. Housing, especially in industrial areas, was pain- 
fully inadequate. A heavy volume of investment was needed, and it was of 
utmost importance that this be directed towards particular sectors and that it 
be restrained in less critical areas. 

If Sohmen’s argument were correct, private savings in sufficient volume 
would have. flown smoothly into bottleneck sectors, because price rises in 
these sectors would have made investments especially profitable. As is well 
known, however, the volume of private voluntary savings was far from 
sufficient for the amount of capital formation needed, and with the low per 
capita income immediately after 1948 even very high rates of interest could 
scarcely have induced them. On the other hand, high-interest investible funds 
would have required substantial price rises in some important sectors of the 


* Am. Econ. Rev., Dec. 1959, 49, 986-1003. 
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economy. Such price rises were, however, undesirable. One example may 
suffice. 

In housing, the government, acutely conscious of its refugee problem, did 
not leave matters to be settled by a free rise in rents. If rents had been 
allowed to rise sufficiently to make residential construction profitable for 
private funds, most of the income receivers in lower-income brackets would 
have been prevented from obtaining decent housing. For destitute refugees, 
however, this was an utmost necessity. Social considerations were of pre- 
dominant importance for investments in this sector, something which is indi- 
cated by the existence of a large program called “Social Residential Construc- 
tion” (sozialer Wohnungsbau).? 

As Sohmen says, “West Germany made considerable and highly successful 
use of tax legislation in order to spur capital formation.” It did indeed; but 
apparently Sohmen does not consider this centrally influenced program of 
resource allocation a sufficient departure from the principles of laissez faire 
to warrant the slightest attention, nor of sufficient importance to alter his con- 
clusion that the evidence awarding credit for recovery to attempts at “strength- 
ening competition” is “overwhelming.” 

West Germany’s public authorities (federal, state and local government, 
the Equalization of Burden Fund [Lastenausgleich|, and the social security 
system) either supplied or directed the bulk of all investible funds for net 
capital formation. It is estimated that between 1948 and 1957, of 213.5 bil- 
lion DM of domestic net investment and increases in claims against for- 
eigners and West Berlin, 92.8 billion DM—43.5 per cent—was furnished by 
public authorities (19.8 billion DM coming from the social security system). 
These funds were used for investments made directly by public authorities, 
or for loans or subsidies to private investors, or for participation with private 
investors. A conservative estimate is that between 35 and 40 billion DM was 
granted in loans and other forms to the private sector during the period con- 
sidered. Large governmental savings were made possible by high tax yields and 
by relatively low defense expenditures. West Germany’s defense expenditures 
plus occupation costs were much lower as a per cent of GNP than the figures 
for such countries as France and Britain.* 

Government’s influence on capital formation was not limited to the direct 


* Between 1950 and 1957, 33.7 per cent of all investible funds in this sector were sup- 
plied directly by public authorities. If one adds tax exemptions granted for investments in 
real estate, the ratio is about 44 per cent. 


*Germany’s defense expenditures as per cent of GNP were 7 per cent in 1935-36, The 
defense expenditures of West Germany (either own defense expenditures or contributions 
to occupational cost) as per cent of GNP were: 


1948 S4% 1952 5.6% 1956 28% 
1949 56% 1953 43% 1957 30% 
1950 45% 1954 3.9% 1958 28% 
1951 5.1% 1955 34% 


Source: Deutsches Institut fiir Wirtschaftsforschung, Die Deutsche Industrie im Kriege 
1939-1945, Berlin 1954, p. 17. Statistisches Bundesamt, Statistisches Jahrbuch, 1955 and 
1959, Stuttgart. 


ap 
| 
| 
iW | 
i 
| 
i 
| 
a 


COMMUNICATIONS 1017 


influence just mentioned. An extensive and complicated system of tax exemp- 
tions influenced the direction of flow of investible funds, and probably to 
some degree also the volume of that flow.* Many features of this system of 
tax incentives persist up to the present time. The tax exemptions granted 
between 1949 and 1957 for purposes of capital formation have been estimated 
at 28 billion DM.° There can be no doubt that this was effective in changing 
and directing the preferences of private investors.® 

In addition to fiscal policy measures, West German public authorities influ- 
enced resource allocation in other selective ways. Two cases will suffice. In 
1952, under the “Investment Aid Law” business in general was forced (not 
induced by tax legislation) to supply one billion DM, which was channeled 
into bottleneck sectors, especially mining and the iron and steel industry. 
Occasionally monetary policy was also used selectively, particularly to favor 
exports. Between 1951 and 1957 more than 1.5 billion DM export drafts were 
each year rediscounted by the Central Bank at special rates, lower than the 
West German discount rate for internal transactions, in order to help business 
exporting to countries in which discount rates were lower than the domestic 
ones. 

If one takes into consideration fiscal and monetary policy, the often-heard 
argument that high interest rates prevailed during most of the period of 
rapid growth seems unconvincing. Many interest-sensitive sectors could 
obtain low-cost funds from public authorities, e.g., residential construction. 
In other cases, borrowers were permitted to issue low-yield securities with tax 
exemptions. Depending on the marginal tax rate of a lender, the effective 
yield of such a security could be high. It is well known that in the West 
German capital market an intricate structure of effective interest rates existed 
—together with a nominal interest rate, which was substantially below the 
bank rate—all determined to a large extent by fiscal authorities. This disap- 
peared only with the so-called “liberation of the capital market” in 1954- 
1955, with the increase in private investible funds made possible by rising 
income and a substantial reduction of fiscal interference in the capital market 
in 1955. 

Most of the selective fiscal measures which were adopted in order to over- 
come the many and serious bottlenecks have now been abolished. West Ger- 
man authorities considered them as temporarily necessary for the quick 
restoration of structural balance. Whether West Germany would have regained 
this as speedily as it did without public influences is questionable. Had 


*Space limitations preclude any discussion of this system. 

* This figure includes the tax exemptions granted under paragraphs 7a to 7f, 10, 10a, 32a 
of the West German income tax law; further, paragraph 36 of the “Investment Aid Law,” 
paragraphs 3 and 4 of the “Law to Favor Exports” and finally provisions under the “Law 
to Favor the Capital Market.” 

*A clever man well acquainted with all tax exemption possibilities could substantially 
increase his profits after taxes. In 1957 West Germany was astonished to learn about the 
notorious Oetker case, a manufacturer of baking powder, who through a skillful use of all 
legal tax exemption possibilities managed to build up a whole fleet of freighters with an 
estimated value of 400 million DM. Profits channeled into ship building were tax favored. 
Der Spiegel, December 18, 1957, West German magazine. 
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| resource allocation occurred entirely according to competitive free-market 
if forces, funds might not have flown in volume into the sectors vital for future 
ti growth, but for a considerable time relatively unprofitable. The interferences 
; with private preferences were deeply deplored by many Germans—particularly 
7 the absence of a “free” capital market. 
West German postwar growth between 1948 and 1957 cannot be explained 
simply by a “high degree of competition.” It is necessary to take into con- 
’ sideration the many structural difficulties which the country faced and the 
1 public policy measures adopted to overcome them. These constituted a 
massive “interference” with competitive solutions. 
W. RoskKamp* 


*The author is assistant professor of economics at Brandeis University. He is indebted 
to Romney Robinson, Richard Eckaus and Wolfgang F. Stolper for suggestive comments 
on an earlier draft of this note. 


Competition and Growth—The Lesson of West Germany: 
Comment 


The Keynesian problem typically arises where effective demand or the rate 
of increase of demand is insufficient to utilize fully all the available factors of 
production, and it may almost be defined as a situation where an increase in 
demand would lead to an increase in output with littie or no rise in the price 
level. The postwar era in Europe has seldom been {faced with this problem. 
It is therefore hardly surprising that, with the Keynesian problem of unem- 
ployment largely solved, a chief means of increasing output should be to 
improve the allocation of resources. Thus far it is difficult to disagree with 
Egon Sohmen [2]. However, his main thesis—that the rapid growth achieved 
in the West German economy can be attributed firstly to the degree of 
competitiveness achieved by virtue of Allied “trust busting” and secondly 
to the orthodox monetary policies pursued by West German governments—is 
‘ much more difficult to accept. 

: In view of all the clamor about the German “miracle” of postwar growth, 
it would be well to keep this achievement in proper perspective. The few 

| figures in Table 1 suggest that, swift as the growth in real gross national 
i ¢ product was, it is not relatively so striking when allowances are made for 
increases in population and working force." 

The third column indicates how much of industrial growth was not attrib- 
utable to the increase in the labor force. Here Germany’s performance appears 
much less spectacular, and on this basis she ranks lower than Austria, France 
and Italy. - 

In Sohmen’s judgment the linkage of greater “competition” with “more 
efficient resource allocation” and hence with growth, is quite firm. 


Monocausal explanations of unusual phenomena are always suspect, and 


? Reliable figures are available only from 1950 onward. As Sohmen notes, the antitrust 
and anticartel policies are rapidly fading, and so 1957 was chosen as the terminal year. The 
important years 1948-49 are not included, whereas the Korean boom period is, but this 
span seems to be the most suitable one. All growth rates are compound ones. 
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TasLe 1—Vanriovs InpIcCATORS OF Rates oF GrowTs, 1950-1957 


(1) (2) (3) 
Average Annual Rate Average Annual Rate 
Country of Growth of Real |Averase Annus’ Rate) of Growth of Indus- 
Gross National = . trial Production per 
ta 
Product Industrial Employee 

West Germany 8.0 6.8 5.0 
Greece 7.4 6.5 
Austria 6.7 6.4 5.6 
Turkey 6.3 3.5 ses 
Italy 5.8 5.2 6.9 
OEEC Countries 4.7 3.8 3.9 
Switzerland 5.3 3.9 -- 
France 4.8 3.9 5.6 
Netherlands 5.0 3.6 3.5 
Canada 4.6 1.9 3.7 
Portugal* 4.4 3.5 _ 
United States 1.9 
Sweden 3.3 2.4 3.0 
Belgium a3 2.8 
United Kingdom 2.5 2.3 1.9 
Norway 4.7 
Denmark 1.5 
Treland 1.5 2.0 1.4 
1952-1957. 


Source: OEEC [5. Jan. 1960]. A dash (—) indicates that data were not available, for one 
reason or another. 


rightly so. With all due respect to all other factors, biological, sociological 
and metaphysical, the conclusion is nevertheless inescapable that only 
more efficient resource allocation can explain the difference between West 
Germany’s rate of growth and that of other countries in a comparable state 
of development [2, pp. 993-94]. 


The hypothesis that the attempt at strengthening competition deserves 
principal credit is here advanced with all due caution, but the evidence in 
its favor seems overwhelming [2, p. 994]. 


As we know, it is a tricky thing to bring about more competition, especially 
in a world where rather large firms abound. Whether or not changes in the 
market structure alone will intensify competition is still a wide open question. 
(Nor is there yet a wholly satisfactory measure for “competitive” behavior 
and conditions.) If competition in Germany had been strengthened, it would 
be of greatest interest to have this demonstrated scientifically, especially 
since so much of Sohmen’s hypothesis rests on it. 

For evidence on this point, Sohmen simply refers to the Allied policies, as 
described in one study [6]. Although it has become customary to minimize 
the effects of these policies, Sohmen offers no new evidence to set against, 
say, Wallich’s and Hansen’s conclusions.? Sohmen apparently holds that it 


*“Taking all measures together, one cannot help concluding that the effort of the United 
States to remake Germany in its own antitrust image has met with rather limited success” 
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was the increase in competition, not the level of it, that spurred growth jn 
Germany and might do so in other countries. (He could hardly contend 
that competition in Germany during this period was in some sense greater 
than in, say, the United States.) In the present instance, this seems to mean 
that rather a little increase (so far as can be judged) in competition brought 
about rather a lot of growth. This is an ambitious hypothesis, and deserves 
the most careful research. In particular, it would be helpful to know in which 
markets the increased competition was correlated with greater growth. Most 
of all, one would want to know just how—by what mechanism—the enhanc- 
ing of competition is linked to greater investment and output. 

Sohmen relies heavily on the method of argument which eliminates al} 
possibilities until the favored explanation is left. This is an adequate method 
only if all possibilities are covered and the ones rejected are eliminated for 
sound reasons. In this article it seems doubtful that Sohmen has fulfilled 
either of these conditions. His list of alternative explanations is rather incom- 
plete, including foreign aid, “German enthusiasm for hard work, the docility 
of German workers and the weakness of German unions that made a low 
wage level possible” [2, p. 991]. Nowhere does he come to grips with either 
Wallich’s [3], Hansen’s [1], or the British survey team’s [6] array of 
reasons.® It can hardly be said that increased competition is the sole remain- 
ing element, when the flow of immigrants, the relative fortunes, misfortunes 
and distresses of rival economies, the special buoyancies of a genuine recon- 
struction, and various structural changes within the economy remain to be 
considered. 

For example, Sohmen neglects the rather important factor shown in Table 
2, that the working force steadily increased as a proportion of the total pop- 
ulation. During roughly the same period the figures for the United Kingdom 
show an increase in working population to total population of only about one 
per cent. A relative increase in this proportion would, on its own, go a long 
way to explain Western Germany’s relatively faster rate of growth, and bears 
out column 3 of Table 1. If this point is to fit the Sohmen thesis it must be 
shown to stem from the increase in competition rather than from other factors, 
such as the influx of refugees and changes in social attitudes to the employ- 
ment of women. 


[3, p. 383]. Also: “The deconcentration of the commercial banks has probably been the 
least effective of the major Allied efforts” [3, p. 387]. As for Hansen: “Germany historically 
is par excellence the country of cartels, and while the American Military Government 
made some effort to weaken the hold of cartels, the effort has met with relatively little 
success, and such success as there was appears to be rapidly vanishing” [1, p. 12-137]. 

* Wallich, who stresses three broad areas of “factors”: (1) the conditions of the cold 
war, (2) geography, resources, immigrants, and the like, (3) policies of the Allies and 
Germans, concludes, “A great many circumstances and events beyond German control 
helped, and the respective roles played by good management and good luck are not easy 
to unravel” [3, p. 3]. 

Hansen, in de-emphasizing even the role of German “low-pressure” economic policy, 
stresses the “underlying real factors,” most of which Sohmen does not bring in [1, p. 17]. 
The O.E.E.S. team gave a major emphasis to such deliberate policies as investment allow- 
ances and the famous investment assessments and the relatively major role of nonmarket 
investment in contrast to those who stress the beneficial effects on investment allocation of 
monetary policy alone [6, p. 59-69]. 
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TasBLe 2—WeEsTERN GERMANY’S INCREASE IN LABOR FoRCE 


Sine Ratio of Working Population | Ratio of Numbers Employed 
to Total Population to Total Population 
1949 31.4 28.8 
1950 32.3 28.9 
1951 33.1 30.1 
1952 34.3 31.4 
1953 34.9 32.3 
1954 35.9 33.4 
1955 36.7 34.9 
1956 36.2 
1957 38.1 36.8 


Somes: Deutsche Bundesbank [4] and United Nations [7]. 


Sohmen acknowledges that the policy on investment allowances (surely an 
interference with market parameters) helped stimulate investment, but men- 
tions it only when disassociating this tax policy from functional finance. 
When one adds the Reconstruction Loan Corporation, the investment assess- 
ments, and other legislation affecting the capital market [6, pp. 59-69], one 
must ask if there were not significant deviations from “free market” policies 
on investment. 

On the whole a few general conclusions seem to follow from the varying 
views put forward by Wallich, Hansen, Sohmen and others. These are that 
an open economy must be wary of inflation; that high investment will prob- 
ably bring rapid growth; and that a large and prolonged flow of immigrants 
will soon, if work is found for them, enhance the GNP though not necessarily 
GNP per capita. These conclusions are scarcely revolutionary. 

Sohmen’s digs at “post-Keynesian orthodoxy”—whatever this means— 
seem largely irrelevant to the main issues of trust-busting and competitive- 
ness which he raises. An amplification of his views on post-Keynesian policies 
in general would be welcome. We offer no alternative single explanation in 
this paper for the German boom. The burden of proof lies, we think, upon 
Sohmen to disprove the more familiar explanations and to establish more 
fully the importance of his “monocausal’” connection. Nonetheless, in re- 
opening this fascinating and complex area of controversy, Sohmen has boldly 
and lucidly challenged a consensus which may have needed some skepticism. 

Ataspatr I. MACBEAN* 
W. Grorrrey SHEPHERD* 


* MacBean is a junior lecturer at the University of Glasgow; Shepherd is a postgraduate 
student at Yale University who, at the time this paper was written, was holding a Ful- 
bright fellowship at the University of Glasgow. They thank James Pickett, A. K. Cairn- 
cross and Egon Sohmen for their very helpful comments on the first draft, and the Ful- 
bright Commission for financing Shepherd’s stay. 
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Competition and Growth—The Lesson of West Germany; 
Comment 


Sohmen explains the German growth by reference to the forces of competi. 
tion. Few would deny that competition may spur growth. But Sohmen’s 
dismissal of another—and some would argue more powerful—factor cannot 
be left unchallenged. This is simply the very high ratio of capital formation 
to gross national product in the Federal Republic.’ If the United Kingdom 
and the Federal Republic are taken as two economies in similar stages of 
economic development, the difference is striking. Over the years 1950 to 
1958 inclusive, gross domestic fixed capital formation (in machinery and 
equipment) took 8.4 per cent of the United Kingdom’s gross national product 
at factor cost in 1954 prices, and no less than 13.1 per cent of that of the 
Federal Republic. It would be surprising if this factor alone did not account 
for most, if not all, of the difference between the rates of growth in the two 
countries. 

These figures conceal the really important ones, viz. the amounts of re 
sources devoted to net investment. One would expect that the ratio of replace. 
ment investment to gross investment would be much lower in Germany than 
in the United Kingdom since the war, simply because of much greater de- 
struction and dismantling of existing equipment during and immediately after 
the war. The data support this view. In the years 1954 to 1958, the propor- 
tion of replacement investment in gross investment in Germany averaged 42 
per cent, and in the United Kingdom 54 per cent [2] [3]. Thus a given vol 
ume of real resources devoted to fixed capital formation in these years pro- 
duced a much larger addition to existing production facilities in Germany than 
in the United Kingdom. One would guess that this was an even stronger 
tendency in the earlier years of the 1950’s. 

How was it done? One can conveniently distinguish between the factors 
that caused this high rate of capital formation, and those that permitted it. 
The former are obvious—the need to reconstruct, the desire to satisfy the 
compelling export demand for the sort of goods Germany can supply, the com- 
mon urge of businessmen to control larger rather than smaller units, and so on. 


* Sohmen’s implied refutation of this view by taking Norway as an example of a country 
with an even higher rate of capital formation but a lower rate of economic expansion, of 
course, fails. As a matter of policy, the Norwegian authorities, faced with an economy 

ing limited natural resources, have deliberately promoted investment in shipbuilding 
and public utilities, both with a high capital-output ratio. If there had been other more 
“profitable” outlets, they would doubtless have been preferred. The German economy was 
fortunate in possessing such outlets at a time when world markets, especially in Europe 
itself, were clamoring for just such products as Germany had always produced. 
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These are common to both the United Kingdom and Germany, though no 
doubt operating with different strengths at different times. It is not clear 
why Erhardian competition alone should have been a potent factor. 

Much more important in explaining the difference between the two econo- 
mies are the factors which permitted the high level of capital formation in 
Germany. What other demands on the GNP were lower in Germany than in 
the United Kingdom? Three spring to mind—nonproductive (social) invest- 
ment, especially housing and construction, defense, and personal consump- 
tion. Sohmen looks at these demands on Germany’s GNP and argues that the 
first was very large (and in particular larger than in the United Kingdom), 
the second was admittedly lower than in the United Kingdom (although not 
all that much), and the third was not low by German standards (which of 
course proves nothing). 

To take nonproductive investment first. The OEEC tables of national ac- 
counts do not distinguish between residential and other construction, but 
these two together tended to fluctuate around 10 per cent of Germany’s GNP 
at 1954 prices, compared with about 7 per cent in the United Kingdom. This 
difference arises mainly from the very different housing needs in the two coun- 
tries. 
When we come to defense expenditure, a similar quantitative difference oc- 
curs, but in the opposite direction. Over the years 1950 to 1958 inclusive, 
defense expenditure accounted for 4 per cent of Germany’s GNP, and 7.7 
per cent of the United Kingdom’s. Sohmen admits to a difference of this 
order, but apparently believes it to be of no importance. This is under- 
standable since of course it tends to undermine his case. 

If we add together the demands made on the economy by the needs of 
construction and defense, we find that between 1950 and 1958 the annual 
average in West Germany stood at 13.6 per cent of GNP, and in the United 
Kingdom at 14.5 per cent. Thus these two “unproductive” demands required 
one per cent more of available resources each year on average in the United 
Kingdom than in West Germany. Had these additional resources instead been 
available for investment in machinery and equipment in the United King- 
dom, the level of capital formation there could each year have been more than 
one-eighth higher. 

This is not a very large difference. The crux of the matter comes when we 
examine the proportion of resources used for private consumption in the two 
countries. Between 1950 and 1958 inclusive, private consumption in West 
Germany amounted to 59.4 per cent of the GNP at market prices. In the 
United Kingdom, it amounted to 67.2 per cent. I imagine that Sohmen be- 
lieves he has answered this point by his sentence: “. . . consumption was not 
unusually low in West Germany by prewar German standards” [1, p. 992]. 
This is true—in 1936, the Nazi government allowed private consumption to 
absorb only 59 per cent of the GNP. But it is also irrelevant. The point is 
simply that German consumption levels are very low by European standards. 
The only other European economy where consumption expenditure accounts 
for so low a proportion of the GNP is the Netherlands (60.5 per cent in 
1958). The rest range from Norway (62 per cent) to Austria, France and 
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Italy (each 66 per cent) up to Portugal (83 per cent) [5, pp. xii-xxviii]. It is 
this very low average propensity to consume which is clearly of supreme im. 
portance in explaining the ability of the German economy to invest sy 
a high proportion of its resources, and consequently to grow at such a fast 
rate. 

Sohmen dismisses this view, and adds that in any case it would require jts 
holder to accept Say’s Law. This is of course a nonsequitur. If autonomoy 
factors are strong enough—and in postwar Germany they have been—they 
freeing resources by restricting consumption will increase investment, not 
depress it. 

This is neither to condemn nor to praise the fact of a low consumption 
level as such. It was simply a means to an end. But it was also the result of 
other factors. The most important of these has been the low share of 
and salaries in the national income. Between 1950 and 1958 inclusive, the 
share of wages and salaries, after the receipt of public transfer payments 
and the payment of taxes on incomes and insurance contributions, in the 
GNP at current prices averaged 58 per cent in the United Kingdom, an 
just over 47 per cent in West Germany [2, p. 5] [3, p. 15]. 

It is not difficult to find a reason for this low share in West Germany. There | 
is a clue in the rise in this share in the last few years, and especially in 1957, 
1958 and 1959. These are the years when the level of unemployment began 
to approach what most other countries would regard as tolerable. Until these 
years, the German trade unions were in a very weak bargaining position. The 
currency reform of June 1948 denuded them of funds (along with all other 
holders of liquid balances), so that they were quite unable to finance strikes. 
The steady inflow of refugees from the East, coupled with and contributing 
to the high level of unemployment, greatly undermined their bargaining posi- 
tion. And finally the German neurosis about inflation no doubt damped down 
any ardor left. It is not surprising, therefore, that wages and salaries should 
have been so low a proportion of national income.? 

My conclusion therefore is that Sohmen’s case is illfounded, and misleading 
both as a lesson (which it was his aim to provide) for policy and as a guide 
to the future of West Germany. Now that full employment has been reached — 
and the inflow of labor from the East has dropped, the share of wages and 
salaries in the national income is likely to rise, and so too is the proportion 
of consumption expenditure. It will then became much more difficult to induce 
German consumers to abstain from present consumption so nobly as they have 
done in the past. If German firms continue to possess the same urge to 
pand (which has in the past had little to do with Erhardian competition, and 

: much more to do with ample labor supplies and very strong overseas demand) 
4, then the authorities will be faced with the familiar “British” problem of excess 
demand. It will then become very difficult for the German economy to main- 
fe * Sohmen’s arguments trying to demonstrate that German trade unions were on the con- 


of trary, militant and successful [1, pp. 991-92] are extremely feeble. Indeed his admission 
z [1, p. 991] of their “self-restraint in matters of wage policy” is precisely my point here. 
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tain its rate of growth of the early 1950’s. This is already the case in 1959-60. 
Rocer G. Opre* 


*The author is lecturer in economics at the London School of Economics and Political 
Science. 
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Competition and Growth—The Lesson of West Germany: 
Reply 

It is highly gratifying to be able to conclude after reading the three com- 
ments that the principal theses of my article remain virtually unscathed. This 
is not to deny the merits of my critics, nor to assert that this exchange will 
settle the complex issues involved. The present discussion should amplify and 
clarify a number of points that could only be inadequately discussed in the 
limited space of a journal article. 

1, A remarkable human tendency to explain what happened ex post facto as 
having been bound to happen under the given circumstances frequently makes 
people advance certain factors as causes of the high German growth rate 
which before and during the event were almost unanimously accepted as 
formidable obstacles to its realization. It seems at least as natural to assume 
that the millions of destitute refugees were, on balance, as much a drain upon 
as a gain to the German economy, and to hold that their urgent needs should 
have made the achievement of a high rate of investment, a prerequisite for 
their useful employment in an economy starved of capital, considerably 
more difficult. 

Apart from the fact stressed by MacBean and Shepherd (Table 1) that 
part of the increase in industrial production was due to the growth of the 
labor force, the more modest, but still remarkable, increase of labor pro- 
ductivity in industry—an average of 5 per cent per year from 1950 to 1957— 
also reveals that the explanation of the German growth rate on the basis of 
the “special buoyancies of a genuine reconstruction” (p. 1020) is not as well 
founded as commonly believed, at least for the years after 1950. While they 
stress the growth of the total labor force, MacBean and Shepherd fail to 
add that one of the main reasons for their result is the much faster relative 
growth rate of employment in industry at the expense of other sectors.’ The 


*This was stressed in my article [4, p. 990, n. 13]. 
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observation that much of West Germany’s growth is explained by a swift 
reallocation of resources on a large scale (with labor productivity within each 
sector increasing at an impressive, but not exceptionally high rate) is surely 
not in conflict with my basic thesis. 

But even the view that a substantial increase in the total available labor 
force must necessarily produce the high aggregate growth rates observed jn 
West Germany need not, I believe, be refuted in detail. The degree of flexi- 
bility required to perform this task successfully is precisely what needs ex- 
planation. Further explanation is also needed for the increase in the ratio of 
working to total population. I suggest that this increase reflects the fact that 
incentives to work have increased at a remarkable rate, a factor that is surely 
not independent of West Germany’s economic policies. 

2. Roskamp as well as MacBean and Shepherd dispute my contention that 
the West German economy was highly competitive during the crucial years, 
Roskamp’s disagreement is mainly due to his belief that competition neces- 
sarily implies consumers’ sovereignty. At least in theory, an economy can 
conform to the model of perfect competition when a large proportion of the 
means of production is collectively owned, or when the exact composition of 
final demand is determined dictatorially by planners’ preferences. Similarly, 
neither sumptuary taxes nor governmental subsidies need make the market 
for the commodities concerned any less competitive, if we follow the usual 
definition of the degree of competition as the degree of control of individual 
producers over the prices of their products. On the other hand, it is also pos- 
sible (and true more frequently than not) that an economy may be ridden 
with imperfections while its consumers enjoy perfect freedom of choice. Ros- 
kamp’s examples do not, therefore, in any way contradict my basic thesis. 

While there is not a single passage in my article that would suggest that 
the West German government does not take an active role in economic affairs, 
it is nevertheless generally admitted that there has been much less government 
intervention in West Germany than in most other European countries during 
the postwar reconstruction period. An important characteristic of West Ger- 
man policies has been, moreover, an emphasis on marktkonforme measures 
rather than direct controls; in other words, a preference for the carrot rather 
than the stick. In many instances mentioned by Roskamp, government inter- 
ference only tended to correct serious maladjustments whose direct elimination 
would have been politically unfeasible. This can be said of the subsidies for resi- 
dential construction in conjunction with the taboo concerning rent controls, 
for example, or of the investment aid for the basic industries where price 
ceilings continued after 1948. These measures undoubtedly tended to guide 
resources more closely toward the uses indicated by consumers’ preferences 
rather than away from them. 

One can hardly argue (this argument is liable to be read into Roskamp’s 
comment) that export promotion has accelerated West Germany’s rate of 
growth. An economy endeavoring rapid reconstruction would obviously do 
better to keep its resources at home (or even to borrow abroad) rather than 
artificially to encourage their exportation.* 


* Incidentally, if Opie had added the export surpluses to what he calls the “unproductive” 
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MacBean and Shepherd contend that I have not established my claim that 
competition (on whose definition we seem to see eye to eye) was stronger in 
West Germany than elsewhere. I do not see any more hope of establishing 
quantitative measures of degrees of competition than they do. Let me repeat 
once more, however, that measures whose radicalism is without precedent 
were undertaken in West Germany to break up concentrations of market 
power and to prohibit restraints of trade [4, p. 987]. In addition, West Ger- 
many’s commercial policies are generally recognized to be among the most 
liberal in the world, and the country has enjoyed the rare experience of having 
a supremely energetic Minister of Economic Affairs who has usually thrown 
his weight in the balance whenever competition appeared to be seriously 
threatened. The behavior of labor unions was generally such that labor mar- 
kets may not have been too different from what they would have been had 
competitive conditions prevailed. It seems difficult to maintain that all this 
did not significantly enhance competition. At least labor markets must be 
judged to be significantly less competitive in the United States. 

The three contributions of my critics are not the first instance in which I 
have detected a misunderstanding of the true significance of efficient resource 
allocation in a competitive economy. In the eyes of many people, competition 
seems to be associated merely with the choice of one particular point among 
those available on a society’s production possibility locus. What counts at 
least as much is that allocative distortions can make an economy operate far 
below this locus as a result of imperfections in the markets for factors and 
intermediate goods, even though all resources are employed to the fullest ex- 
tent. 

3. The role of investment is the issue most hotly contested by all four 
critics. On reading the three comments, one is liable to conclude that West 
Germany was the European country whose government attempted most force- 
fully of all to stimulate capital formation by artificial incentives, or where a 
larger proportion of investment was directly or indirectly controlled by the 
government than elsewhere. For anybody with a knowledge of the European 
scene, this conclusion (which was not intended by my critics, I hope) is 
patently absurd. With few exceptions, other governments have exercised more 
direct control over the allocation of investment funds. West Germany, in 
contrast to many other European countries, did not launch an extensive na- 
tionalization program after the second world war. Germany did not have a 
Monnet Plan, or a Capital Issues Committee of the British type; nor did 
any prominent German economist find cause to complain, as Roy Harrod did 
in England, that “the Government . . . has put into operation excessive capi- 
tal programmes” [2, p. 29]. It is for the simple reason that most other govern- 
ments have practiced much tighter systems of investment control, and that 
many of them have fared rather badly with them (some with lower, some 
even with higher ex post investment ratios than West Germany) that I did 
not present this aspect as a distinct factor in the German growth process. 


claims on the national product, construction and defense, his conclusion that the United 
Kingdom was in a less favorable position than West Germany with respect to the availa- 
bility of resources for domestic capital formation would have been reversed. 
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The observations of my critics make rather strange reading in the light of 
the severe criticism of German investment policies by the economists in the 
U. N. Economic Commission for Europe: 


The lack of balance in the expansion can be explained by the lack of any 
coherent investment policy. In western Germany, the determination of the 
direction of investment has been left very largely to individual entrepre- 
neurs. . .. Fixed investment, at 20 per cent of total available resources, has 
been relatively high, but the shares of transport, mining, steel works, pub- 
lic utilities and agriculture in the total have been abnormally low. 

Thus if the Government of western Germany is to get rid of its depressed 
areas it will, as is now generally admitted, have to assume considerably 
greater responsibility than hitherto for redirecting investment into chan- 
nels where it can fructify for the benefit of the community [5, 1951, 
p. 151}. 


For proper perspective, Table 1 presents average ratios of gross domestic 
fixed investment to gross national product for the OEEC countries, the 


TABLE 1—AveraGE Ratios oF Gross Domestic Frxep INVESTMENT TO 
Gross NATIONAL Propuct, 1950-1957 (pER CENT) 


Norway 28.2 Denmark 17.5 
Iceland 26.9 France 16.7 
Canada 23.2 Belgium 16.3 
Switzerland 23.1 United States 16.6 
Netherlands 22.0 Greece 14.5 
Luxembourg 21.2 Ireland 14.5 
Austria 21.0 Portugal 14.0 
West Germany 20.6 United Kingdom 14.0 
Italy 19.7 Turkey 13.8 
Sweden 19.3 
Source: OEEC [3]. 


United States and Canada. It shows that the German ratio is matched or sur- 
passed by a number of countries. If the British ratio has been abnormally 
low, it was certainly not for lack of effort. While Opie expounds on the low 
West German consumption levels, we remember that “austerity” was the 
catchword of British, not of German, economic policy for many years, and 
that nobody in Germany has felt moved at any time during Erhard’s tenure 
of office to wonder “Are These Hardships Necessary?” The statistics seem 
to show to the careless observer that the British people frolicked frivolously 
during the postwar years by devouring the lion’s share of its national 
product, but the impression of most residents of the United Kingdom was, 
on the contrary, that they were living miserably.* Germans, on the other hand, 


*“For several years the British people have been accustomed to see their consumption 
rise by much less than the national output” [5, 1950, p. 155]. 

“Here at home, as the forties ended, Britain was living on a ration standard of three 
ounces of butter and one egg a week.” “Farewell to the Fifties,’ The Economist, Decem- 
ber 26, 1959, pp. 1219-21. 
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remember a substantial rise in their living standards precisely after the cur- 
rency reform of 1948. Consumption in West Germany did rise phenomenally 
after 1948: The average annual increase in real per capita consumption be- 
tween 1950 and 1959 was 6.3 per cent. The average rate of increase for 
Britain, on the other hand, was 1.8 per cent. On two occasions, 1950/51 
and 1951/52, per capita consumption in the United Kingdom actually fell 
by 1.9 and 1 per cent, respectively [3]. In spite of the upsurge of personal 
consumption in West Germany, its proportion to gross national product re- 
mained low and was even falling slightly. For the share of personal consump- 


TaBLE 2—AVERAGE ANNUAL Rate oF INCREASE OF REAL Hourty WAGE RATEs 
(Index of wage rates divided by cost-of-living index) 


1950-1953 1950-1957 

(per cent) (per cent) 
France §.2 5.9 
West Germany 6.0 5.3 
Canada 5.2 
Sweden 3.8 3.6 
Belgium 2.6 3.4 
Netherlands 1.8 2.9 
United States 2.1 2.7 
Austria 4.0 
Denmark 2.8 2.2 
Norway 2.9 2.1 
United Kingdom 0.5 2.1 
Italy 0.6 1.4 
Switzerland 0.0 0.4 
Ireland 0.6 0.14 

Source: OEEC [3]. 


tion to fall, it was not necessary to “induce German consumers [nobly] to 
abstain from present consumption,” as Opie puts it (p. 1024). All that 
was required was for the gross national product to rise even more sharply and 
for the well-established Duesenberry-Modigliani-Friedman “ratchet effect” 
to occur. 

With some astonishment I read that I was “trying to demonstrate that 
German trade unions were . . . militant and successful” (Opie, p. 1024 n.). I 
wrote, on the contrary, that “it cannot be disputed that unions did not bargain 
for higher wages with quite as much determination as they did in other 
western countries. Whatever the reason . . . the result would have been the 
same had it indeed been weakness. . . .” [4, p. 997]. I continued with an un- 
blushing endorsement of Henry Simons’ position on labor unions and thought 
I had made it fairly obvious that I considered the behavior of West German 
unions during the recovery period reasonably close to a competitive pattern. 
As to the alleged lack of success of German workers in achieving wage in- 
creases, Table 2 shows comparative figures on the development of real wages 
in some importaht countries. One need not argue weakness to explain the 
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fact that German workers were more than lukewarm about engaging in labo 
disputes in view of the remarkable increase in their earnings.‘ 

I had used the example of Norway, the country with the highest investment 
ratio in the Western world, to point out that a high level of capital formation 
may fail to guarantee a satisfactory rate of growth if resources are misgl. 
located sufficiently seriously [4, p. 992]. According to Opie, this 
“of course, fails” (p. 1022 n.). Again, natural factors rather than policies ex. 
plain the phenomenon. In this case, a shortage of natural resources js jp. 
voked. One wonders why Switzerland, for example, a country with even mor 
limited natural resources, could achieve a higher growth rate with only fou. 
fifths of the Norwegian investment ratio during the 1950's. 

4. My critics profess not to appreciate the bearing of my remarks op 
“post-Keynesian orthodoxy” on the issues under dispute. The past twelve 


years have seen a continued campaign of condemnation of the West German | 


government for its alleged failure to engage in sufficiently expansionary poli- 
cies. Opie explicitly concurs in this criticism by remarking that only in 1957, 
1958, and 1959 did the level of unemployment in West Germany begin to 
“approach what most other countries would regard as tolerable,” and by 
poking fun at “the German neurosis about inflation” (p. 1024). At the same 
time he maintains, however, that “if autonomous factors are strong enough— 


and in postwar Germany they have been—then freeing resources by restricting — 


consumption will increase investment, not depress it” (p. 1024; my italics). 
MacBean and Shepherd assure us likewise that “the postwar era in Europe 
has seldom been faced with [the Keynesian] problem” and that, presumably 
also in Germany, “the Keynesian problem of unemployment [was] largely 
solved” (p. 1018). These assertions may again be contrasted with what the 
U. N. Economic Commission for Europe had to say during the event [5, 1949, 
pp. iv, v, 67; 5, 1950, p. 150]. 

Judged by all the available evidence, “post-Keynesian orthodoxy,” which I 
would define as the advocacy of expansionary monetary and fiscal policies to 
secure full employment under any and all circumstances, all too frequently 
combined with little regard for the allocation of resources, has already proved 
beyond doubt to be an unambiguous failure, although I am fully aware that, 
having acquired some of the characteristics of a genuine ideology, it is assured 
of a long lease on life. To avoid the danger of being misunderstood, I want 
to emphasize as forcefully as possible that opposition to “post-Keynesian” 
remedies does not, of course, imply an endorsement of unemployment as an 
alternative. First of all, changes in the institutional setting and the structure 
of markets are to some extent alternative means of countercyclical policy. 


*Opie’s claim that the share of wages and salaries in West Germany's national income 
is abnormally low is based on a comparison with the United Kingdom. I stressed [4, 
pp. 991-92] that while the share of wages and salaries before deductions is lower in Ger- 
many than in the United Kingdom, it has been the second highest in Europe. To quote the 
share after deductions gives a somewhat misleading impression since the social security 
system is more highly developed (and, be it noted, strongly endorsed by the union move- 
ment) in West Germany than in most other countries. The bulk of the deductions there- 
fore has to be regarded as a legitimate part of workers’ real incomes. 
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With very few exceptions, they go unrecognized in the standard presentations 
of the Keynesian framework, or are forgotton, at any rate, when it comes to 
policy recommendations. Secondly, it should have become obvious that ex- 

jonary monetary and fiscal action may under certain conditions become 
badly blunted and will in the long run lead to serious allocative maladjust- 
ments in some institutional settings widely found in the real world. Greater 
market pressure on administered prices and the elimination or at least soften- 
ing of oligopolistic warfare in labor markets—in short, measures to intensify 
competition—are not only, I submit, indispensable conditions for the effi- 
cacy of the customary macroeconomic policy tools, but will themselves go a 
long way in damping cyclical fluctuations. 

Neo-liberal policies have constantly increased in popular appeal over an ex- 
tended period (not only in Germany) and are now being endorsed by many 
who were formerly among their harshest critics. Earlier than I would have 
dared to predict, the ideological metamorphosis of German socialism sketched 
in my article [4, pp. 1001-2] has produced one of the most remarkable docu- 
ments of our time, the Godesberger Programm, drafted and accepted by an 
overwhelming majority at an extraordinary party congress in November 
1959. I would like to close with a few quotations from it: 

Free consumers’ choice and free choice of one’s place of work are important 

foundations, free competition and free entrepreneurial initiative are im- 

portant elements of social-democratic economic policy. . . . Totalitarian 

economic regimentation destroys freedom. The Social Democratic Party 
therefore endorses free markets wherever genuine competition exists. 

Where markets become dominated by individuals or groups, on the other 

hand, a variety of measures may be called for to preserve freedom in the 

economy. Competition as much as possible, planning as much as necessary! 

[1, pp. 13-14]. 

Econ SOHMEN* 

* The author is assistant professor of economics at Yale University. 
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International Trade and Economic Expansion: Comment 
In a recent article in the American Economic Review, Mr. J. Bhagwati* 
examined the effects of economic expansion on the terms of trade of an ex- 


*J. Bhagwati, “International Trade and Economic Expansion,” Am. Econ. Rev., Dec. 
1958, 48, 941-53. 
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panding economy. The analysis ran in terms of two countries (I and II) ang 


two commodities (X and Y), and it was assumed that only one of the cou. 
tries (1) experienced growth. Bhagwati concluded that “. . . in order for thy 
terms of trade to turn adverse to the growing country it is not sufficient thy 
the income effects of the expansion should be unfavorable and should creay 
an increased demand for imports . . .” (p. 945). If the foreign elasticity of th 
supply of exports (7,,) should be negative and sufficiently large in magnitude, 
it is possible, according to Bhagwati, for the terms of trade to turn in favor of 
the expanding country. 

Bhagwati’s conclusion is correct, within the confines of the model, as, 
general statement covering cases of stable and unstable equilibrium in for. 
eign trade. If the analysis is restricted, however, to cases in which foreig 
trade equilibrium is stable, the negative values r, can take on are not 
sufficiently large to turn the terms of trade in I’s (the growing country’s) 
favor when the income effects of expansion create an increased demand for 
imports. The remainder of this note is an amplification of the last statement 
and is a supplement to Bhagwati’s analysis. 

From a well-known relationship we know that country II’s elasticity of 
demand for X with respect to the terms of trade (eg) minus unity equak 
II’s elasticity of supply of Y with respect to the terms of trade; ie., e, - 
1 The familiar stability criterion is, + ea > 1, where egy stands 
for country I’s elasticity of demand for Y with respect to the terms of trade 
We can substitute (1+ 7,,) for eg: and rearrange the stability criterion to 
read, 7m + €ay > O. Country I’s elasticity of demand for Y with respect to 
the terms of trade (eg,) involves the substitution and income effects of a 
change in terms of trade on consumption of Y in I and the effect of a change 
in the terms of trade on the production of Y in I. It involves, in other words, 
Bhagwati’s ¢, ¢, and Epy’. We can lump together these effects and obtain 
the change in imports of Y stemming from a change in the terms of trade, 
dM, in the following expression: 


M 
(1) dM, = — 


where Epy is the output elasticity of demand for Y goods and Egy is the out- 
rise in p representing a worsening of country I’s terms of trade. 

We can now proceed to determine the effect of economic expansion in coun- 
try I on its terms of trade. Following Bhagwati we write the income and 
output effects of expansion on the demand for imports, dM z, as 


dK 
(2) = (C-Epy — ¥-Esr)—? 


where Epy is the output elasticity of demand for Y goods and Ezy is the out- 
put elasticity of supply of Y goods (both at constant terms of trade), Cis 
the initial quantity of importables consumed in I, Y is the initial production 


of importables, and = is the expansion of I’s productive capacity. The 
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| sum of equations (1) and (2) gives us the total change in the import demand 


for Y goods in country I, dMp, which must in equilibrium equal the.change 
in the supply of Y goods from country II, dMs, which can be expressed as: 


M 
(3) = 
Setting (1) + (2) = (3) and solving for dp, we obtain: 


dK 
(C-Epy - Y - Esy) ra 


(4) 
(tm + 


If C- Epy > Y - Esy, the terms of trade will turn against country I unless 
the sum of rm and egy is negative. But we have already shown that r» and 
ey must sum to zero or greater if we consider only those cases involving 
stable equilibrium. Thus, in the case of single-country expansion, starting 
from a stable equilibrium, the change in that country’s terms of trad : de- 
pends solely on the relative magnitudes of C - Epy and Y - Esy.? 

Sterig T. Beza* 


7An alternative way of expressing the conclusion reached above is as follows: The de- 
nominator of Bhagwati’s equation (7) (p. 945) is the amount by which a deterioration of 
I’s terms of trade improves its trade balance; if the denominator is negative, so that a 
deterioration in the terms of trade worsens the balance, then the initial equilibrium was 
unstable. 

* The author is assistant professor of economics at Princeton University. 
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BOOK REVIEWS 


General Economics; Methodology 


International Economic Papers, No. 9. Edited by A. T. Peacock, R. Turyey 
W. F. Storper and E. Henperson. New York: The Macmillan Com. 
pany, 1959. Pp. vii, 244. $4.75; $3.92 for A.E.A. members. 

This marks the ninth volume in the series of fine translations sponsored by 
the International Economic Association. Like its predecessors it carries the 
distinctive blue cover and maintains the clear printing standards to which we 
have grown accustomed—along with a relatively high price. A translation of 
reviews of Scandinavian books is a new feature. This could initiate anothe 
worth-while service by the imaginative editors of the publication. 

Contents in these collections, like a blind date (from a select list, however), 
are usually unpredictable though always of more than passing interest. Once 
again the offerings go back and forth in time, requiring some perspective in 
fitting the pieces into a proper setting. 

First is an essay by Francesco Guicciardini, an unknown to all but very few 
prospective readers. Described as a Florentine historian and statesman (148}- 
1540) he is represented by a 12-page selection titled Two Discourses on Pro. 
gressive Taxation of Land Incomes. Because of his remarkable quality of anal- 
ysis, considering its date, this article is likely to be most welcome to his 
torians of economic thought, and intriguing to all in view of its pro and con 
method of argument. Almost all the commonplace political, sociological, eco 
nomic, and moral judgments seem to be mustered here, on the one side or 
the other, reminding one of Bastiat’s Petition from the Manufacturers of 
Candles. It is a melancholy thought that standards of debate seem not to have 
improved much through time. 

Next comes an 18-page chapter from Karl Schlesinger’s book Theorie der 
Geld, published originally in 1914. Of the author, an Austrian banker, Schun- 
peter has written that his is another instance confirming that “in our field 
first-class performance is neither a necessary nor a sufficient condition of suc- 
cess.” While the analysis by now is slightly “dated”—though the clarity of 
ideas and position mark it as a strong effort compared to even much current 
thinking on the influence of money on prices—the translation adds materially 
to our knowledge of earlier work of continental authors. In Howard Ellis’ e- 
cellent and rather complete account of German Monetary Theory, 1905- 


1933, Schlesinger gets only a passing nod, for, Ellis writes, “the difficulties | 


of a mathematical treatment in a foreign tongue” prevented his utilizing the 
volume which, he advises, is “well worth the attention of mathematical 
economists” (p. 175n). 

The translation, titled “Basic Principles of the Money Economy,” is cot 
cerned with the medium-of-exchange function of money and argues stoutly for 
a clear-visaged quantity theory (p. 23). Good theorist that he was, Schlesinger 


ee 


- 
= 
a> 


4 
4 
4 
I 
( 
{ 
4 
| 
2% 
a 
ve, 


BOOK REVIEWS 1035 


builds up to the macro statement from the micro analysis of spending units. 
In advance of his time, and not unlike D. H. Robertson, he constructs a se- 
quence in which one day’s money receipts are not disposed of until the fol- 
lowing day. There is also the acute perception, in our day associated with 
Whitin and Baumol, that cash-balance requirements will rise less slowly than 
projected expenditures, on a probabilistic argument (p. 24). Attention is 
also devoted to the discontinuities in the payments stream as a money-demand 
determinant, with the final conclusion, in good quantity theory fashion, that 
“the existence of money has very little influence on the conditions of exchange 
equilibrium” (p. 38). 

While Schlesinger’s work merits attention from monetary theorists, espe- 
cially to contrast it with Fisher’s great work of the same period, this collection 
of papers is likely to be recalled mainly because of Ragnar Frisch’s lengthy 
and elegant exposition On Welfare Theory and Pareto Regions, running to 
some 53 pages of show-stealing space. Frisch develops Paretan welfare theory 
by separating problems of whether optimal positions exist which satisfy “some 

igned set of conditions,” from the question whether an economy can 
accomplish such ends; these are typed as selection versus realization prob- 
lems, a classification which should prove fruitful for the theory. Much of the 
analysis, in terms of set theory, is devoted to isolating local as against global 
maxima. Frisch concludes at one point that, like the statistical testing of 
hypotheses, “Pareto-optimality is a principle of negation, not one of affirma- 
tion,” and that its assistance “consists in asserting that certain economic 
régimes do not satisfy certain optimality criteria” (p. 74). 

While welfare theorists will want to study this article carefully, the entire 
relevance of stationary welfare analysis becomes quite obscure when one 
turns to the next but one essay in the collection, by Siro Lombardini, con- 
cerned with the efficiency of investment in underdeveloped areas. Here all the 
old enigmas, of time and change, of uncertainty, of external economies, con- 
front the analyst. It is hard to reconcile the “new” welfare analysis with the 
vital topical welfare issues confronting “underdeveloped” nations today. Lom- 
bardini’s analysis is a well-reasoned introduction to these difficult mundane 
matters that literally defy the embrace of the developed welfare theory. 

Somewhat special is the article on “The Market Economy and Roman 
Catholic Thought,” by Daniel Villey of the University of Paris, written “at 
the instance of Professor Wilhelm Répke” (p. 92n.). Villey argues that “very 
few Roman Catholic theologians really know what liberalism is or under- 
stand the working of a market economy” (p. 94). Considering that Villey 
never discusses. precisely the various shades of liberalism, market structures, 
or market economies, it is possible that he is too severe in limiting the im- 
precision to theologians alone. When Villey asks Catholics “to choose” the 
market system (p. 123) an American is apt to forget that such ill-defined 
selections do agitate countries such as Italy or France. While the article is a 
valuable one in a borderland area of economics it would have more merit if 
Villey helped us know what sort of “market economy” he is talking about, 
with what rules, monetary system, and governmental bounds, While Villey 
seems to be talking about a very limited degree of governmental intervention, 
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it would be interesting to know how he would react to Lombardini’s obseryg. | 


tion that: “Entrepreneurship, of course, must not be equated with private ¢. 
terprise” (p. 135). 

The collection closes with an article demonstrating Walther G. Hoffmann, 
deft capacity for organizing statistical data and drawing important ¢p). 
clusions from them on labor productivity, relative wages, and capital in 
(“On Forecasting Productivity Changes in an Expanding Economy”), Hog. 
mann gives detailed consideration to differences of productivity in the separate 
branches of industry, and different rates of productivity growth within the 
structure (p. 149); he concludes that “any prediction of the average produ. 
tivity of the industry groups . . . also gives indications about probable 
ductivity changes in separate branches, and vice versa” (p. 171). Does this 
mean more than that averages when used with care can be useful and jp. 
formative in predictive work? Space prevents a detailed discussion of his 
findings which, I think, should be directly related to many recent growth 
models. 

Book reviews from Scandinavian journals over the years 1951-58 involve 
some 13 works, and require the final 71 pages in which the editors seek to 
draw attention to various contributions and to illustrate that “in some cow. 
tries at least, reviewing has not become a lost art” (Preface). It is possible to 
express skepticism at the last remark and to question the need for some oj 


the reviews when book notes might have served just as well. Considering | 


Erik Lundberg’ s enthusiasm for Erik Dahmén’s work on Entrepreneurial Ac. 
tivity in Swedish Industry some consideration to future translation and in- 
clusion in the series would appear in order. 


SIDNEY WEINTRAUB 
University of Pennsylvania 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 
Business Behavior, Value and Growth. By Wit.1AM J. BauMoL. New York: 
The Macmillan Company, 1959. Pp. xiv, 164. $4.75. 


Strategy and Market Structure: Competition, Oligopoly, and the Theory oj 
Games. By Martin Suusik. New York: John Wiley & Sons, Inc, 
1959, Pp. xviii, 387. 


It is one of the cardinal sins of reviewing to criticize an author for fail- 
ing to write the book the reviewer would have written under the same title 
But it is going too far in practicing the opposing virtue to refrain from 
commenting on the failure of an author to write the book he himself has 
announced in his introductory remarks. In the judgment of this reviewer, 
both W. J. Baumol and Martin Shubik have failed, in different ways, to 
meet the goal both set forth: a new understanding of oligopolistic markets. 
Readers will find something worth thinking about in both these books, but 
not much that advances our understanding of the behavior of firms it 
markets where numbers are few. 
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Business Behavior, Value and Growth consists of two distinct parts, with 
only the loosest connection between them. The first is entitled “On the Static 
Theory of Oligopoly. ” Two of its seven short chapters introduce the prob- 
lem and summarize the classic discussions of oligopoly; the third is some- 
thing of a digression on the character of the capital market and its implica- 
tions for competition between large and small firms. The central part of 
Baumol’s argument is contained in the chapters entitled “On Oligopolistic 
Interdependence in Practice,” “The Revenue Maximization Hypothesis,” and 
“A Static Oligopoly Model.” The final chapter of the first part draws some 
conclusions about observable business behavior from the preceding argu- 
ment. In a word, Baumol’s theory offers us a model of a (quasi?) monopoly 
maximizing sales revenue subject to the constraint of maintaining an “ac- 
ceptable” level of profits. The structure of the market in which it operates 
and the behavior of its rivals are nowhere present in the discussion; inter- 
dependence among rivals selling in the same market, which theorists have 
usually taken to be the essence of oligopoly and students of industrial or- 
ganization have regarded as one of the important problems in the study of 
any concrete market, has simply vanished. The arguments Baumol gives for 
neglecting interdependence (Ch. 4) have some merit in supporting his con- 
tention that in “day-to-day decision-making, ... [it] plays only a small role” 
(p. 27, emphasis in original), but none in dismissing its importance for what 
Baumol calls “crucial decisions.” Perhaps the mere mention of the famous 
1931 increase in cigarette prices will indicate what has been assumed away.* 
And, of course, the assumption of constrained sales maximization in itself 
makes the interdependence problem no more tractable than that of profit 
maximization. 

If not a new theory of oligopoly, we are at least given a new , theory of the 
firm; what can we say of it? Baumol’s large firm uses the margin provided 
by the difference between “acceptable” profit and maximum profit to main- 
tain as large dollar sales as possible, e.g., by advertising, other kinds of 
sales effort, concessions to distributors, product improvement, etc. The es- 
sence of competition is rivalry for sales, or market share. This is not an im- 
plausible hypothesis; but a dozen equally plausible ones can be invented. 
Baumol’s, to be sure, has the virtue of simplicity as well, and others would 
be more complex. Yet it is not a compelling hypothesis, either because of the 
deductions it supports, or its direct agreement with observation. Many other 
hypotheses about business behavior will lead to the conclusion that various 
forms of nonprice competition among large firms are more likely than price 
competition; in particular, those which emphasize interdependence and the 
importance of business reactions to ignorance and uncertainty. Nor is sales- 
maximization as a behavior rule in general consistent with the existence of 
market-sharing agreements, and devices which work toward market-sharing. 

Of course, the definition of the “acceptable” level of profit may become 
crucial here, and as the author himself observes, high enough levels could 
lead to the same behavior as profit maximization. The discussion of what 


, yee W. H. Nicholls, Price Policies in the Cigarette Industry, Nashville 1951, pp. 78-88 and 
67-81 
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determines the “acceptable” level points to the conclusion that appropriate 
conditions in the capital market will lead to the normal competitive level of 
profits as the acceptable level, but is too sketchy to support it firmly. Some 
of the assumptions which appear to lie behind the discussion of the capital 
market in Chapter 4 are curious, and at least one of them is inconsistent with 
the proposition that large firms get their capital in an effectively competitive 
market. The upward slope of the average gross (and net) profit rates can . 
only be justified by Baumol’s arguments if the large firms do not sell shares 
in the public market. If they do, owners of less profitable small firms wil] 
withdraw funds from their own businesses to buy them, and this movement 
will tend to equilibrate the profit rates between the two classes. If they do 
not, the capital market is not competitive. Further, the argument omits the 
possibility that there are profitable opportunities for small owner-managed 
firms which are not open to large firms, since the latter could not provide 
owner-management. The restaurant industry provides an example of this 
possibility; so do many service trades and, possibly, some high-style and 
specialty manufacturing industries. 

The only connection between the first part of the book and the second, 
“On the Theory of Economic Growth,” lies in Chapter 10, “Oligopoly and 
Economic Growth.” This argues that big firms with professional manage- 
ments have various built-in pressures toward high and steady growth, of 
which sales maximization is only one. Here again the arguments are plausible, 
but not compelling, and empirical evidence is absent. Why did the steel in- 
dustry respond to the built-in pressures for growth less rapidly in the first 
postwar decade than many other large-firm industries? Or why did the 
Aluminum Company respond so cautiously to growth pressures in the 
"twenties? If the same forces are absent in small, competitive firms, why has 
there not been a great increase in concentration over time in the U.S. econ- 
omy, rather than the nearly stable situation which the best students of the 
problems have found? 

The rest of Part II presents a simple aggregate growth model, and some 
observations on policy related to it. The chief feature of the model is that 
it makes the rate of addition to capital (long-term investment) dependent 
on the level of income, not on the rate of change of income, as do Harrod- 
Domar models. This leads to a more comfortable view of the stability of the 
growth process, since the possibility of “falling off” the growth path into 
violent oscillations does not arise. This is not the place for a labored dis- 
cussion of the usefulness of very simple aggregate growth models, and the 
realism of policy recommendations based on the mathematics of their solu- 
tions. It is hard to disagree with Baumol’s contention that policies which 
raise,the long-term growth rate of an economy (his “expansion effort”) are 
likely to be more important than those which merely increase its initial capi- 
tal stock. But even at this level of generality, it is worth observing that in 
most underdeveloped countries these two factors are more likely to be inter- 
related than independent, and some minimum level and composition of initial 
capital may be necessary to secure any change in expansion effort. Be this as 
it may, the discussion of this and other points suggested by the growth 
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model has no bearing on the particular views of business behavior set forth 
earlier, and seems equally applicable to a world of profit-maxjmizing com- 
petitors operating under Schumpeterian conditions of innovation and its con- 
sequent dynamic changes as it does to Baumol’s revenue-maximizing oligopo- 


Strategy and Market Structure also fails to give us much new understand- 
ing of oligopolistic markets, but not because it turns out to be about some- 
thing else. As his subtitle tells us, Shubik’s book is an essay in the applica- 
tion of the concepts and techniques of the theory of games to the problems 
of oligopoly and competition. The heart of the book lies in the two chapters 
(10 and 11) in which a new dynamic theory of oligopoly is set forth. The 
first part of the book (Ch. 1-7) is a discussion of the static theory of oligop- 
oly in game theory terms. It covers largely familiar ground, but unfortunately 
the level and style of the exposition is such as to make this neither a suitable 
introduction to the material for the novice nor a neat, elegant summary of 
the literature for the experts. Chapters 8 and 9 are preliminary to the dy- 
namic analysis; and, again, those familiar with the theory of games will not 
find them necessary to an appreciation of the main argument as set forth 
in the two following chapters. 

In these chapters Shubik develops a model of a duopoly market in which 
the asset positions and financing plans of the participants, as well as their 
market moves over a number of periods are taken into account. He terms 
this the analysis of “economic ruin games,” and uses it to examine the 
stability of assymetrical market structures; i.e., the circumstances under which 
it would be likely that one duopolist would drive the other out, or those 
under which a new entrant might challenge the position of a single seller. 
While the model is not formally generalized from duopoly to oligopoly, some 
aspects of the more general problem are examined, including the stability 
problem. Shubik rightly contends that all this represents a large step toward 
relevance in the application of game theory to market problems. But how 
much more remains to be done is shown by the discussion of the automobile 
and cigarette markets in Chapter 12, and of public policy toward competi- 
tion in Chapter 13, the final chapters of the book. In neither of these is 
anything said that specifically reflects new insights provided by game theory. 

The gap between the simple model of two sellers with constant demand 
and cost functions and different asset structures analyzed at the end of 
Chapter 12 and the kind of model that would be needed for a formal discus- 
sion of the automobile market along similar lines is enormous. It reflects at 
the same time both the complexity of the tools of game theory and their 
weakness, To take into account the whole set of strategic possibilities open 
to the half dozen domestic rivals in the automobile market would require a 
game model of tremendous size, about which almost nothing could be said. 
Yet, at present, the structure of the theory seems to require that all the 
complexities be admitted into the model; no methods of aggregation, so to 
speak, which could drastically reduce the combinations that required con- 
sideration seem to be available. This view of the matter—if it is correct— 
does not imply that Shubik’s model-building is a misguided effort. Quite the 
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contrary; it suggests to the reviewer that what is needed is more such 
precisely with the purpose of uncovering new simplifications which will make 
the use of game-theoretical concepts more fruitful. But this view does indi. 
cate that the author’s attempt to leap from model-building to market analysis 
is premature. The student of actual markets must continue for some time to 
use his present miscellaneous kit of theoretical tools, inadequate as it is, 
rather than plan to trade. it in for a neatly graded set of game-theoretic 
models, guaranteed to fit all problems. 
Cart Kaysen 
Harvard University 


An Introduction to the Theory of Interest. By JosepH W. Conarp. Ber 
and Los Angeles: University of California Press, 1959. Pp. xx, 375. $7.50, 

Joseph W. Conard’s Introduction to the Theory of Interest was begun as 
a doctoral dissertation at the University of California (Berkeley), and still 
bears traces of that fact. An ambitious plan to expand it into a complete 
treatise could not be carried out, and it remains, by its author’s admission, a 
fragment. During the excessively long period between its completion and pub- 
lication, several important contributions have been made to the literature in 
its field. Yet these three strikes against it do not seriously impair its total 
quality and usefulness. It is a work of genuine scholarship which will take 
a permanent place in the literature on interest theory. 

A brief introductory chapter poses the basic problem for interest theory 
in terms proposed by Schumpeter: How could interest (even) exist in a 
circular flow economy, in which the value of each good derives on the one 
hand from the value of its current services, and on the other is wholly im- 
putable to the factors that produced it, recognizing that capital goods are 
like other produced goods, whose whole value should be ultimately imputable 
to the “original” factors, land and labor? 

This introduction leads naturally to Part I, which considers the “nonmone- 
tary” interest theories of Béhm-Bawerk, Fisher, Knight, and Ramsey. Con- 
ard’s presentation of these theories impressed me with its thoroughness, sub- 
tlety, sophistication, and its ability to drive to the heart of most issues. The 
only exception I have noted is with respect to his treatment of Fisher’s “op- 
portunity curve,” Keynes’ “MEC,” and Lerner’s “MEI,” where Conard 
recognizes most of the issues, but does not give them what I would consider 
definitive resolution. On the whole, however, I cannot imagine a better place 
to send a graduate student for a clear exposition and exegesis of the classical 
nonmonetary theories of interest. 

Part II turns to the “monetary” theories. It begins with a brilliant: chap- 
ter on “Money Rates; Own-Rates, and Real Rates of Interest,” which settles 
a great many issues raised by Keynes, Lerner, and Fisher. This is, however, 
a sidetrack from the main argument. The balance of the second part does 
essentially two things: (a) it reviews the loanable funds vs. liquidity prefer- 
ence argument; and (b) it places the static determination of the rate of in 
terest in what Conard calls a “general equilibrium” context (which I would 
prefer to call the context of a “closed macroeconomic system”’). 
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The loanable funds vs. liquidity preference argument is skillfully done, 
arriving at conclusions essentially identical with those which have been 
reached by others during the long interval between Conard’s writing and pub- 
lication.t Conard’s analysis is subject to some (though not all) of the com- 

ints which I have elsewhere made about Tsiang’s and will not repeat 
here.? I did find disconcerting the following definitions of stock and flow an- 
alysis (p. 158): “. .. the supplies and demands involved may be con- 
ceived in terms either of stock or flow. That is, one may think of the demand 
and the supply for securities at a moment of time, or may think in terms of 
the quantities that would be bought and offered over a period of time.” 
(Surely this is not the difference. A stock is measured in units that make 
no reference to time—e.g., tons or dollars; while flows are expressed in units 
that necessarily involve time—e.g,. tons per hour or per month, dollars per 
week or per year. Either one can be defined as of an instant of time or as an 
average over a period of time.) Conard’s later discussion shows that he really 
knows better; but there remains a slight muddiness in the matter that pre- 
vents his reaching what (to me, at least) are completely sharp and cor- 
rect formulations. 

His setting of interest theory in a general macroeconomic context reviews 
familiar ground, but reviews it well. The principal extensions (shared with 
Patinkin and others) involve an expression for the demand for idle balances 
in the form 


= (r,We) 
We = M/p + R/p +A 


where M, is idle balances, p the price level, r the interest rate, We the real 
volume of wealth, M the total money stock, R the value of outstanding 
bonds, and A the quantity of real assets. This formulation introduces con- 
siderable complication, although it make little difference for most predictions. 

Part III relates to the term structure of interest rates, including both the 
theory and its empirical testing for the United States, 1951-54. Space does 
not permit consideration of his treatment of this subject; but I cannot omit 
praise for his excellent statement on pages 298-99 of the theoretical relation- 
ship between “the” rate of interest in general interest theory and the term 
structure of rates. 

Conard’s study surely makes important contributions to interest theory. It 
does not provide the last word on this thorny subject; but it covers a number 
of important aspects, and in a way that fully merits the attention that this 
book will receive. 

GarDNER ACKLEY 

University of Michigan 


*Especially, W. L. Smith, “Monetary Theories of the Rate of Interest: A Dynamic 
Analysis,” Rev. Econ. and Stat., Feb. 1958, 40, 15-21; and (in part) S. C. Tsiang, “Liquid- 
a Preference and Loanable Funds Theories of Interest,” this Review, Sept. 1956, 46, 539- 

*“Liquidity Preference and Loanable Funds Theories of Interest: Comment,” this Re- 
view, Sept. 1957, 47, 662-73. 
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Theory of Markets. By Tun Turn. Harvard Economic Studies CXIV. Cam. 
bridge: Harvard University Press, 1960. Pp. viii, 120. $5.00. 

Prospective readers should heed the author’s caution (p. v) that he is ad. 
dressing economists “who have already been initiated into the theories of 
markets” and who consequently have mastered such standard works as thog 
by Chamberlin and Triffin. The book probably will appeal most to the jp. 
itiates who prefer close study to general reading. It is the admirably tere 
style, more than content, which forces a sustained studious effort. Its com. 
pactness results from the employment of frequent textual references to g 
profusion of serially numbered paragraphs, equations and hypotheses. This 
abbreviated presentation necessitates either a tenacious memory or a will. 
ingness continually to turn back and forth in search for indispensable infor. 
mation and verification. 

The Theory of Markets contains an analysis of the essential influences of 
price on profit under varied market arrangements. It surveys the flood of 
studies on perfect and imperfect competition which began in the ’thirties and 
which so quickly became a vital part of microeconomics. In no other sense js 
it a theory of markets. The author’s chief interest, however, is not in historic 
interpretation or even in criticism, but in a serious endeavour to introduce his 
own principal innovation. 

Probably at the outset Tun Thin also intended, as a secondary contribution, — 
to settle the controversy about the classification of markets in terms of elas _ 
ticity coefficients which started with Triffin and which has continued so incon- 
clusively up to now. After his introductory discussion of market structures he 
compares Triffin’s and Fellner’s definitions. Then he replaces them with his 
own selections, which however satisfy him only within bounds because “differ. 
ent qualifications have to be made to make them applicable to different mar- 
kets” (p. 35). His symbolic representation of perfect competition, for in- 
stance, uses two coefficients similar to Fellner’s but further restricts the vari- 
ables with four sets of equalities and inequalities. This added burden evi- 
dently led him to realize that the value of symbols as market definitions 
vanishes when their untidiness increases sufficiently. 

Although Tun Thin touches all well-known varieties of perfect and imper- 
fect competition, his predominant concern is with oligopoly. To start his oli- 
gopolistic section he puts the prior results of Cournot, Smithies, Chamberlin, 
Stackelberg, and Fellner into comparable mathematical notation. Then he 
emphasizes, as others have done, how each writer’s characteristic conjectural 
variation provides a side condition necessary to determine the best price. This 
introduces his own oligopoly analysis which fills almost half the book, and 
which he rightly regards as his primary innovation. He describes it as “akin 
to Game Theory.” In it he substitutes for the earlier economists’ fixed rules | 
an assortment of strategies from which the oligopolists can pick “according to 
the kind of situation they are faced with” (p. 58). Ever since game theory 
arrived, its successful application to oligopoly has been looked forward to; 
the hitch has been to apply it in a way so that something different from 
methodical restatement of the oligopoly problem results, particularly in such 
a manner that fresh and significant conclusions follow. 
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Tun Thin’s game-theory attempt begins with a drastically simplified duop- 
oly model which assumes (1) either a direct or an indirect relation between 
the firms’ profits and (2) either increasing or decreasing monotonic profit 
functions. The first assumption yields six cases which he displays as matrices 
of non-zero-sum max-max games. From each matrix he ascertains, by means 
of a graphical solution, only the directions in which the oligopolists ought to 
change their prices, rather than the usual equilibrium prices. This is, the 
author says, the “second best solution,” yet one which still gives answers 
where information is incomplete. Later chapters moderate the initial hy- 
potheses and enlarge the model to include four sellers. In the final pages he 
illustrates both “fixed conjecture” and “multiple conjecture” problems with 
servomechanisms. Whatever defects (e.g., irrelevance) a reader finds, he must 
nonetheless feel obliged to Tun Thin for having made some headway in a 
field with few guideposts. In fact the present volume is the single extended link 
of game theory with oligopoly outside Martin Shubik’s recent Strategy and 
Market Structure. 

R. S. Howry 

The University of Kansas 


Einkommensverteilung und technischer Fortschritt. By Jorc Nrenans, Gort- 
FRIED BomBACcH, and Atrrep E. Ort. Berlin: Duncker & Humblot, 1959. 
Pp. 202. DM 24.80. 


The theoretical problems posed by the interrelationship of technical prog- 
ress, economic growth and income distribution have been widely discussed in 
American and British economic literature. The contributions of Nicholas Kal- 
dor, Robert Solow, Sidney Weintraub and others to this discussion are rela- 
tively well known. Among German economists, particularly those who have 
some familiarity with mathematical techniques, there has also been a debate 
on the problems of distribution, production and growth theory. The present 
volume is a collection of essays encompassing the most recent German contribu- 
tion to this discussion. 

The first and longest essay, by Jiirg Niehans, is divided into two main sec- 
tions. The first part develops a Keynesian theoretical model and the second 
shows how the model may be used to resolve various macroeconomic problems. 
Among the applications of the model examined are the effects of changes in 
wages, technical progress, taxes and savings habits upon prices, production 
and income distribution. The magnitudes incorporated by Niehans into his 
closed economy model are: the price level, the wage level, nominal and real 
gross national product, nominal and real wage income, nominal and real capi- 
tal costs, business income, consumption expenditures of wage earners and en- 
trepreneurs and the state of expectations. Conspicuously absent from the 
model is any detailed consideration of the money market. Niehans assumes a 
stable interest-rate policy and a completely elastic money supply. These 
extreme Keynesian assumptions are made to ease the working of the model 
and are justified by the author’s belief that the direction of money-market 
influences, in any case, is self-evident. For me, these assumptions severely 
constrict the usefulness of the model. Theoretical and empirical develop- 
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ments of recent years have tended to show that the left-hand side of the 
equation of exchange is nowhere near as predictable and passive in responge 
to the right-hand side as was formerly thought. 

In the second essay, Gottfried Bombach assesses the respective merits and 
weaknesses of various aspects of distribution theory. He discusses, for ex. 
ample, several ways of classifying income distribution, a number of distriby. 
tive-share income models, the relationship between marginal analysis and 
distribution theory, and short-run versus long-run income distribution models, 
In the course of his analysis he points out clearly and correctly that 
analytical systems in which the capital coefficient is important can adequately 
handle only long-run movements. Short-run fluctuations of capital coefficients 
are thus a phenomenon that can only be explained by a theory of the cycle 
which accounts for fluctuations in the level of productive investment. It js 
on this basis that Bombach objects to some of the work by W. Krelle and 
M. Kalecki on problems of income distribution. 

The third and final essay, by Alfred E. Ott, is concerned with the difficulties 
of including technical progress in the production function when working with 
growth models. Ott’s central thesis is that the older growth theory of the 
Harrod-Domar type is by no means as limited and unrealistic as the more 
recent work of Champernowne, Kaldor, Power and Solow would seem to im 
ply. Theories of the Harrod type, he argues, can adequately explain the rela- 
tive constancy of labor’s share of income, the constancy of capital coefficients, 
and the increase of worker productivity and capital intensity. In the course of 
the development of this thesis, Ott carefully examines the relevance of the 
Cobb-Douglas and Leontief production functions for growth theory. He favors 
the Cobb-Douglas function and observes that this production function is basic 
to Harrod-type models when dealing with the economic realities of laborsaving 
technical advances. 

All three studies are of the highest caliber. The use of literary, graphical 
and mathematical techniques is well integrated in each study. These essays 
should be well received, particularly by specialists in growth theory. 

Joun J. Krew 

Fordham University 


Marktform und Verhaltensweise. By Atrrep E. Ort. Stuttgart: Gustav 
Fischer Verlag, 1959. Pp. 153. DM 26.—. 

The first half of this book is given over to description and critical evalua- 
tion of the various systems of market classification of recent decades. These 
the author divides into the “morphologic,” and those determined with “the 
aid of the concept of elasticity.” In both categories the major difficulty is the — 
definition of oligopoly—the drawing of the line few-many if the criterionis | 
market data, or of dependence-interdependence if the criterion is cross 
elasticity. 

With respect to the cross-elasticity criterion, Ott argues, first, for retention 
of the “group” concept, which—following Joan Robinson—he would define 
by an “intra-industry elasticity of substitution distinctly greater than the 
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extra-industrial” (pp. 39, 80); and second, that the values of the various 
kinds of elasticity (own, cross, penetration) are consequences of the primary 
market data. The latter—number of rivals and degree of (product) differentia- 
tion—are therefore the proper criteria of classification. 

Moving to behavior patterns, Ott describes the “older theories” (Sting, 
Frisch, Erich Schneider)—older, that is, than game theory. Ott’s own rather 
complicated classification is based on the “measure” to which an entrepreneur 
takes into account the “‘actions-parameters” of others, and his “idea” of their 
constancy. Despite the subjective nature of these criteria, Ott concludes that 
in all market types except heterogeneous oligopoly, form and behavior pat- 
terns are strictly coordinate. For the rest, the author is concerned with the 
peculiar difficulties of determining strategy in oligopolies with undifferentiated 
products and in bilateral monopolies. In this connection, he summarizes the 
findings of game theory with respect, first, to the problems of maximization, 
and second, to formation of coalitions. 

It is difficult to find fault with Ott’s classifications and major conclusions— 
with the important exception of his treatment of oligopoly. In the first place 
he distinguishes the two market forms, oligopoly with and without differentia- 
tion (Table 12, p. 119); but only in the latter is the entrepreneur’s situation 
unambiguously “interdependence,” whereas with differentiation, the oligopo- 
list’s situation is “interdependence/independence” and his behavior pattern 
“conjectural or autonomous” strategy (my italics). But if differentation is so 
pronounced that it implies “independence” is not the situation essentially 
monopoly? Thus Ott might better have omitted this market type in the case 
of which form does not strictly determine behavior. 

Second, the specific problem of oligopoly, according to Ott, is that the 
oligopolist can determine his best strategy only if he knows the behavior 
patterns of his rivals (p. 120). Ott seems to imply that polypolists and mo- 
nopolists do not need to guess what will be the behavior of others. But they 
do. The difference here is of degree, namely, that uncertainty is reduced if 
numbers—whether of rivals, or of market opposites—are large. The char- 
acteristic problem of oligopoly—and of bilateral monopoly—lies elsewhere, 
namely, that in these markets the entrepreneur anticipates reactions of rivals 
or market opposites specifically to his own actions. Their “actions-parameters” 
are functions of his decisions, as his of theirs, Incidentally coalitions are not, 
as Ott thinks (p. 121), impossible in bilateral monopoly. There is always 
danger that the “countervailing” powers may get together—management and 
labor, for instance, against the consumer. 

The principal merit of this book is its critical survey of recent and con- 
temporary market theory. The American reader will also be grateful for the 
opportunity to make or renew acquaintance with important continental theo- 
rists, particularly Stackelberg and Schneider. The book contains several 
unimportant errors, and has no index. But an appendix gives the most im- 
portant systems of classification. 


C. W. ErroyMson 
Butler University 
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Ocherki planovogo tsenoobrazovania v SSSR. (Essays on Planned Price For. 
mation in the USSR.) By SH. Ya. Turetsxm. Moscow: Gospolitizdat, 
1959. Pp. 499. Rbl. 13. 

In this: comprehensive treatise, Professor Turetskii of Moscow Uni 
undertakes to analyze the principal features and problems of the Soviet price 
system. Separate chapters are devoted to each of the following topics: the role 
of value and price in the Soviet economy, a survey of the various types of 
prices used in the USSR, prices in heavy industry, prices of agricultural 
products, prices in light industry, freight rates, and retail prices. Turetskij 
considers the functions of prices in the various sectors of the economy and the 
problems encountered in trying to set prices “correctly.” Throughout, he is 
primarily concerned, as the book’s title indicates, with how prices can be used 
as an instrument of control in the Soviet planned economy. 

The principal functions which he distinguishes for prices in the control and 
direction of the economy are the following: (1) to guide choices by producers 
among alternative inputs and among alternative outputs; (2) to promote the 
efficient operation of Soviet enterprises; (3) to secure the proper relationship 
between the money incomes and expenditures of households, assuring the 
distribution of consumer goods’ output and avoiding repressed inflation; (4) 
to guide choices by households among alternative consumers’ goods; (5) to 
provide adequate incentives to collective farmers, through the appropriate re- 
lationship of agricultural procurement prices, on the one hand, and retail 
prices and the prices of industrial inputs into agriculture, on the other; and 
(6) to guide the use of transportation facilities and the location of economic 
activity. 

To achieve these ends, Turetskii says, prices cannot be based on “socially 
necessary labor time” alone. Instead, three factors must be considered in 
setting “economically sound” prices: (1) the level of “socially necessary” 
production expenses; (2) the relationship of supply and demand (including 
the possibilities for substitution); and (3) the nature of certain commodities 
(such as basic foodstuffs and strategic raw materials) which require special 
treatment in price-setting. Thus Turetskii specifically condemns fixing relative 
prices on the basis of relative costs (or the relationship of costs plus a “nor- 
mal” profit), stressing the need to consider demand and scarcity. However, 
he envisions price ordinarily adjusting the demand for a commodity to a 
given supply of it, neglecting the implications for future output adjustments 
of the resulting diversity in cost-price ratios. This orientation corresponds to 
his view of the price system as a device for executing the desires of those who 
plan and control the economy, rather than as an autonomous force influencing 
them in their decisions. It is unfortunate that, as a consequence, this extensive 
treatise does not deal either with the role which prices play in planning 
decisions (as distinct from their effect on enterprise managers and households) 
or with the respective roles in the allocation of producers’ goods of prices and 
of allocation orders in physical terms. 

Illustrative of the problems in price formation to which Turetskii devotes 
considerable attention is that of the dual role of price as cost to the buyer 
and as revenue to the seller. It is desirable that buyers pay the same price 
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for a given commodity regardless of the identity of the seller (in order that the 
costs and the performance of buying enterprises be comparable). A uniform 
selling price would achieve this, but, inasmuch as the costs of producers vary 
greatly, a uniform selling price would mean a wide variation in their profita- 
bility, ranging from high profits for the lowest-cost producers to losses for 
the highest-cost producers. Although such a variation in profitability is at- 
tributable in many industries to such factors as differences in the location or 
quality of raw materials or in the kind of machinery the enterprise has, rather 
than to differences in managerial performance, Soviet doctrine holds that wide 
variation in profitability among enterprises producing the same product is un- 
desirable. Managerial efficiency is promoted, it is argued, by setting prices 
so that each enterprise will earn a “normal” profit (say 5 or 10 per cent 
above cost, as this is calculated in Soviet industry) if it operates efficiently, 
ie., meets its plan. Both above-normal profits and below-normal profits (or 
planned losses) encourage laxity and inefficiency on the part of enterprise 
managers, according to Soviet writers (for reasons which are not fully ex- 
plained). Hence the task of the price-setters is to fix a single buying price for 
customers but differentiated selling prices for sellers. One way of achieving 
this, which Turetskii recommends, is to have a central sales organization in 
the industry buy from producing enterprises at different prices and resell to 
buyers at a single price. 

Despite its failure to consider such questions as the role of prices in plan- 
ning decisions and Soviet foreign trade prices, this book is an important addi- 
tion to the scanty literature on the Soviet price system. Within its carefully 
defined scope, it provides the most extensive discussion of price formation in 
the USSR yet published. Turetskii analyzes critically the questions which he 
takes up, not limiting himself to the definition of Soviet concepts and the 
description of Soviet practices, as do some Soviet writers. In support of his 
analysis, Turetskii presents much statistical material showing actual cost and 
price relationships in the Soviet economy (rather than illustrative, hypotheti- 
cal figures of the kind found in many Soviet books). The many examples he 
cites provide incidental information on various Soviet industries, on turnover 
tax rates, on economic administration, and on other matters of interest to 
students of the Soviet economy. 

Morris BORNSTEIN 

The University of Michigan 


Zakon stoimosti i yego ispol’zovaniye v narodnom khozyaystve SSSR. (The 
Law of Value and Its Utilization in the Economy of the USSR.) Edited 
by Y. A. Kronrop. USSR Academy of Sciences, Institute of Economics. 
Moscow: Gospolitizdat, 1959. Pp. 516. [Referred to below as Book I.] 

Zakon stoimosti i yego rol’ pri sotsializme. (The Law of Value and Its Role 
Under Socialism.) Edited by N. A. Tsacotov. Lomonosov Moscow State 
University, Faculty of Economics. Moscow: Gosplanizdat, 1959. Pp. 336. 
[Referred to below as Book II.] 


Everyone who has read Marx beyond his Capital knows that for him the 
law of value was the “formula for the modern slavery of the proletariat, in- 
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stead of being, as M. Proudhon would have it, the ‘revolutionary theory’ of 
the proletariat’s emancipation.”* On the other hand, socialist economics 
peared to Marx somewhat like the management of modern municipal water 
works (the output of water is so abundant that its value withers away; jt 
costs more to charge a price to the consumer than not to charge it; yet, to 
prevent disproportions in consumption, the distribution of water must be 
centrally planned). Marx never assumed a socialism with basic scarcities, 
with labor productivity lower than under capitalism, with a sweated wage 
system, squeezing capital accumulation, etc. Stalin, having “creatively de. 
veloped” Marx, decreed that socialism existed in the USSR despite that 
country’s underdevelopment and that the law of value was not only coherent 
with, but had to be made the correction factor in the rationalization of the 
centralized plans. 

It is pure politics (and moral choice, too) to side in this instance with 
Stalin against Marx and to pretend that Marx’s foresight of the future was 
wrong, while Stalin’s arbitrariness was right. Yet, this is explicitly what Soviet 
economists had to do in the books under review in order, in their turn, to 
“creatively develop” Stalin. Their real problem was clearly foreseen by Mar 
in Misére de la philosophie as follows: “It is important to insist upon this 
point: that which determines value is not the time in which a thing is pro- 
duced, but the minimum time in which it is susceptible of being produced; and 
this minimum is revealed in competition. Suppose for a while that there is no 
competition and, consequently, no means to ascertain the minimum of labor 
necessary for the production of a given commodity; what will happen? Six 
hours’ labor would have to be put into the production of an article in order 
to have the right to exact in exchange six times as much labor from another 
worker who spent only one hour to produce an identical product.’ Precisely 
this irrationality arose from Stalin’s planning, and it was the factor that 
caused eighty-two leading economists to assemble in two conferences—at the 
Academy of Sciences in 1957 (Book I) and at Moscow University in 1958 
(Book Il)—and to publish their papers and comments, which, we are sorry 
to observe, still contain no remedy for the ailments of Stalinism. 

To be true, not all conferees caught up with their problem or were even 
aware that it had been pointed out by their teacher long ago. In Book I two 
problems are discussed: (1) how to explain and exonerate before Marx the 
fact that commodity production, a moneyed exchange economy, and the law 
of value exist at all under socialism; and (2) how the law of value relates, 
or should relate, to the centralized pricing practiced in the USSR. Book Il 
introduces an additional problem (3): how the law of value relates, and 
should relate, to capital allocation under centralized planning. Problem (1) 
was disposed of in categorical terms, with a minority deriving the law of value 
from the division of labor and a majority maintaining that it stems from the 
differentiation of property rights. 

Problems (2) and (3), however, split the participants into three interesting 
schools of thought. A sturdy group that included Z. Atlas, M. Kolganov, 


? Marzx-Engels Gesamtausgabe, Frankfurt 1932, Vol. 1 (6), p. 133. 
* Ibid., p. 146. 
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V. Sobol, D. Kondrashev, A. Pashkov, L. Vaag et al. proposed to make a 
general rule of what it said had always been a common Soviet practice: that 
all prices be made proportional to prime costs and that the equalization of the 
rate of profit in all lines of production be made the criterion of the allocation 
of resources. This is the “price-of-production” formula of Volume III of 
Capital; it came in for criticism on the ground that “it would restore capital- 
ism”: resources would follow the lead of higher profits, rather than flow into 
the unprofitable employments which may be of interest to the society as a 
whole. 

Another school, which included such theoretical luminaries as Y. Kronrod, 
M. Bor, A. Bachurin and P. Mstislavsky and which pledged its allegiance to 
S. Strumilin (who was not present at the conferences), came out with the 
doctrine that prices should be made proportional to labor content of com- 
modities and that the criterion for resource allocation should be the equaliza- 
tion of the rate of surplus value. Recipes almost identical with this one were 
proposed in their time by Rodbertus and Proudhon; and Marx, while spurn- 
ing them, used to pepper his verdict—“utopia”—with some rather unquotable 
epithets. Strumilin proposes to measure value by wages. This would mean, 
however, that prices determine values, rather than values determine prices. 

The third school, led by K. Ostrovitianov and L. Gatovsky, who presum- 
ably represented the Communist Party’s official standpoint, took a reserved 
position, hesitatingly critical of the other two schools. According to this group, 
improvements, rather than radical changes, are needed in the present mixed 
economic system; the law of value must not be allowed to become the sole 
allocator of resources, but rather must be “mastered” and “utilized” by the 
state in a monopolistic fashion. The planners must continue to grope around 
for appropriate adjustments of value ratios to create incentives for the fulfill- 
ment of the Communist Party’s plans. 

VsEvoLop HoLuBNYCHY 

Columbia University 


Lectures on Economic Principles. Volumes II and III. By Dennis H. RoBert- 
son. London: Staples Press Ltd.; New York: John de Graff, distributor, 
1958 and 1959. Pp. 162; 164. $3.50; $3.50. 


Robertson used to give these lectures to undergraduates at Cambridge who 
had already had some economics. Volume I, which was reviewed in the Decem- 
ber 1958 issue of this journal, puts value theory in a nutshell. Volume II does 
the same for the theory of distribution. In the case of Volume III, which deals 
with virtually the whole of macroeconomics, the nutshell is too small; yet, 
Robertson succeeds in touching on almost everything; the only obvious omis- 
sion is appraisal of Keynesian economics as a whole (as distinct from particu- 
lar ideas). The lectures embody all the virtues associated with Robertson’s 
name—clarity, sophistication, wit, wisdom, urbanity. One envies the teacher 
who had students capable of absorbing such compact discussion at one hear- 
ing; one envies even more the students privileged to learn from such a lecturer. 


RENpIcs FELs 
Vanderbilt University 
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The Rise of American Economic Thought. By Henry W. Sprecet. Philadel. 
phia: Chilton, 1960. Pp. viii, 202. $5.00. 


Professor Spiegel’s judicious selection of original materials in 
economic thought starts with our colonial beginnings and ends with the found. 
ing of the American Economic Association in September 1885. In its field, 
this volume is the first collection of its kind. Excerpted authors include such 
of the famous as Benjamin Franklin, Alexander Hamilton, Thomas Jeffe 
Frederick List, Henry C. Carey, Henry George, Francis Walker, and Simon 
Newcomb, as well as such lesser-known figures, shelved only in the better 
libraries, as Matthew Carey, Daniel Raymond, Alexander H. Everett, Jacob 
Newton Cardozo, Thomas Cooper, Francis Bowen, and Alexander Del Mar. 
If used in conjunction with Joseph Dorfman’s invaluable The Economic Ming 
in American Civilization, this small book can serve as the basis for a well- 
organized course in American economic thought up to 1885. After that date 
economic materials become more copious and more available. In particular the 
works of the institutionalists are in any good library and some of them— 
Commons as well as Veblen—have been reprinted in paperback versions, 

Spiegel’s introductory comments to each selection are invariably clear and 
informative. Taken together they amount to a brief sketch of the develop 
ment of economic thinking in this country. With the selections themselves | 
have no quarrel. Occasionally, however, Spiegel’s editorial decisions do raise 
questions. Why, for example, in the instance of John McVickar does a page 
and a half of comment precede a single paragraph of excerpt? Again, Spiegel 
allots only four pages to John Bates Clark, almost evenly divided between the 
editor’s comments and a selection from The Philosophy of Wealth, anda 
substantial seven pages to the much less important Alexander Del Mar. It 
might be said in general that longer excerpts from the authors would give 
students a better flavor of their characteristic mode of argument. 

As they reveal themselves in this collection, what are the characteristic fea- 
tures of early American economic thought? One is a pragmatic emphasis upon 
economic policy. In the eyes of most of these writers, there is little question 
that the appropriate function of economics is to furnish the proper recipes for 
private and public economic action. Not until Francis Walker did a leading 
economist insist upon his subject’s scientific neutrality. Commercial policy 
was one important field handled by almost everyone. In the late 18th and 19th 
centuries most American economic writers were automatically protectionist, 
although there is an interesting shift from the bounties advocated by Hamilton 
to the outright protective tariffs favored by Henry Carey. Under the protec- 
tion of tariffs and with the stimulus of internal /aissez faire, the country could 
rapidly industrialize and cease to depend upon foreigners. By 1816, even the 
agrarian Jefferson had come to the reluctant conclusion that English and 
French violations of international law compelled this country to protect its 
manufacturers as well as its farmers. 

Much more than English writers, American economists or dabblers in the 
subject cherished a close alliance with religion. All the way from Cotton 
Mather to John Bates Clark, Americans took innocent joy in the thought 
that, as Wayland put it, economics could be best understood as “a systematic 
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arrangement of the laws which God has established.” Laissez faire, supply and 
demand, and the unequal distribution of the world’s goods, all earned inclu- 
sion among God’s ordinances. 

Finally, there is the relationship of American economics to economic analy- 
sis, This collection reaffirms the inaccuracy of descriptions of American eco- 
nomic thought as barren of analytical innovation. John Rae anticipated a 
good deal of Austrian capital theory. Simon Newcomb’s societary circulation 
embodied a genuinely novel notion. Alexander Hamilton has a fair claim to 
the infant industry argument. Willard Phillips’ “circles” come fairly close to 
von Thiinen’s location theory. Francis Walker’s critique of the wages fund 
helped overthrow it in its English home. Nevertheless, American economic 
texts in the 19th century were organized and based largely upon McCulloch 
and Say, themselves little more than popularizers of the English classics. 
Where dissent occurred it was largely on the doctrines of free trade, popula- 
tion, and rent. Seldom indeed did the critics of classical doctrine rise to the 
theoretical level of their opponents. In large part the answers were those of 
practical men whose experience contradicted received theories. Although a 
great deal in Benjamin Franklin anticipates Malthus, most later American 
writers on economic affairs were staunchly anti-Malthusian on the eminently 
solid grounds of American experience with vast fertile lands and relatively 
small numbers of people. As for Ricardian rent theory, its theoretical subtle- 
ties won scant sympathy and little understanding. To many Americans, the 
theory of differential rent rested upon the peculiar land tenure arrangements 
of England and the special situation of an overpopulated island. 

In short, what Americans did not copy from the English classics in their 
textbooks they tended to criticize out of the belief that America was different. 
The heavy reliance upon the English classics both positively and negatively 
does imply a warning to teachers of American economic thought. Before stu- 
dents are allowed into courses on this topic, they should take at least a se- 
mester of work in classical English and French economics. The relatively slight 
emphasis upon doctrinal history in many places may have the unfortunate 
effect of limiting the best use of this valuable volume. 

RosEert LEKACHMAN 

Barnard Coliege, Columbia University 


Economic History; Economic Development; National Economies 
Studies in the Industrial Revolution. Essays Presented to T. S. Ashton. Edited 
by L. S. PressNeEtL. New York: Oxford University Press; London: The 
Athlone Press, University of London, 1960. Pp. xii, 350. $6.75. 

A fine and fitting tribute has been paid to Professor Ashton by the contribu- 
tors to this volume. The essays display the same respect for facts that we find 
in his work, and perhaps more important, the same respect for the human 
beings who faced the facts of their time. The time is mainly that of the 18th 
and early 19th centuries and the approach is one common to British economic 
historians who, as Herbert Heaton once put it, feel that “. . . they can be most 
useful by intensively tilling their little island garden or draining its fens.” 
Each essay is a product of original and creative research and each in its way 
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illuminates topics with which Ashton was concerned. Together they bear 
witness to his influence and to the high quality of workmanship he inspired ip 
others. 

Of the twelve contributions, seven focus more or less sharply on individual 
or group action in a limited sector of the economy; the remainder are more 
broadly interpretive in their analysis of various aspects of industrial change 
In the first category, T. C. Barker writes of advances in river improvement 
and canal building before James Brindley appeared on the scene, and Brind. 
ley’s predecessors are given credit long overdue. The tribulations of Isaae 
Wilkinson, potfounder, are described by W. H. Chaloner in a biographical 
essay which places the achievements of Isaac’s sons, John and William, in 
clearer perspective. H. Heaton’s “A Yorkshire Mechanic Abroad,” a delight. 
fully written account of the achievements of a small entrepreneur without 
capital but of considerable technical and administrative competence, tells ys 
much about technological change and market conditions in the mid-19th 
century textile trades of England’s North Country, France and northem 
Italy. The response of labor and management to changes in industrial condi- 
tions is the theme of two essays, J. De L. Mann’s “Clothiers and Weavers in 
Wiltshire during the Eighteenth Century” and A. J. Taylor’s comparative 
view of the subcontract system in the British coal industry. On banking, 
D. M. Joslin analyzes new evidence on the activities of London bankers in 
wartime (1739-84) and R. S. Sayers, in his discussion of the return to gold 
in 1925, links monetary theory and history in his examination of the issues 
surrounding the making of this momentous decision. Failure to take proper 
account of the risks arising from London’s inability to shift the burdens of 
cyclical adjustment to other countries is laid to neglect to long-term develop 
ments. “A little more systematic study of monetary history might have been 
useful in 1925, as well as now” (p. 327). 

In the remaining essays, greater emphasis is placed on the relationship 
between industrial progress in England and changes in other sectors and areas 
which helped to shape its course. L. S. Presnell takes up anew the debate on 
the significance of the rate of interest in the 18th century. In his closely 
reasoned analysis, he stresses the distinction between real and monetary rates 
of interest, considers the implications of the switching of resources between 
money and other assets, and examines in some detail the significance of rate 
changes for various forms of investment. He gives at best a qualified support 
of Ashton’s views on the question, although perhaps something more is sug- 
gested by the observation that “A higher rate of interest possibly concealed 
the operation of a substantial pair of scissors, reduced profit expectations 
being one blade, a higher cost of borrowing the other” (p. 209). J. D. Cham- 
bers’ study of population changes in Nottingham in the 18th century draws 
attention to the importance of rising urban centers which take on a momen- 
tum of their own as industrialization sustains rather than initiates a strong 
upward trend of population growth; in this view the city appears as a de 
terminant of national development rather than as an end-product of industrial 
change. 

In his review of agricultural change in the period 1660-1760, A. H. John 
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ides a wealth of material on farming costs and on agricultural adjustment 
to price-changes in the different regions of the country and in the major di- 
visions of agricultural activity. The failure of agricultural output to respond 
to the upward swing in prices which began in the middle of the 18th century 
is regarded as particularly significant in the shift of resources to industrial 
and commercial rather than to agricultural expansion. “. . . this failure of ag- 
riculture to respond to demands made upon it might well have been a contribu- 
tory factor in launching England upon an industrial revolution” (p. 155). 

Moving farther afield, E. F. Séderlund examines the impact of British in- 
dustrialism on the Swedish iron industry, and J. Potter takes up a similar 
theme with respect to the response of United States to industrialism. The ab- 
sence of revolutionary changes in the Swedish iron industry and its ability to 
maintain a position as a major export industry without coal deposits provides 
a striking contrast to British experience. Potter discusses in detail the statis- 
tics of trade between Great Britain and the United States in the period 1815- 
60 and makes it clear that no account of the Industrial Revolution in the 
older country can be complete without full consideration of the stimulus pro- 
vided by the commerce of the closely integrated North Atlantic economy of 
this period. 

Written by specialists very much at home with their subject matter, the 
essays leave little room for criticism on points of detail. Nevertheless as a 
group they raise the larger question of the status and direction of research and 
teaching in economic history. The present division of the subject into the two 
sharply delineated categories of conventional economic history and growth 
theory must be a matter of increasing concern. It is doubtful that historical 
data however presented are applicable to growth study as presently viewed, 
and it is clear on the other hand that the apparatus of the growth theorist 
has little meaning for the economic historian. The very quality of the essays 
underlines the need for the same skilled craftsmanship in the nebulous area 
between trend analysis and empirical study of the long period. In a volume so 
rich in insights into process one might have expected closer reference to Ash- 
ton’s interest in the relations of theory and history. Presnell and Sayers touch 
on this theme, but in the main the essays leave unexplored the problems aris- 
ing from the divorce between “two ways of thinking” about long-period 
change. 

The volume contains a complete bibliography of Ashton’s academic writ- 
ing along with a number of illustrations. The editing is above reproach. 


W. T. Eastersrooxk 
University of Toronto 


Commercial Crisis and Change in England, 1600-1642. By B. E. Suprie. New 
York and Cambridge, Eng.: Cambridge University Press, 1959. Pp. xii, 
296. $7.50. 

Although seventeenth-century England was still primarily an agricultural 
country, its economy had become very vulnerable to disturbance in interna- 
tional trade, because it depended to a large extent on one article of export 
(cloth) and one market (northwestern Europe). Any decline in the foreign 
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demand for English cloth was likely to cause a depression which then spreag 
rapidly from the higher to the lower stages, thus creating widespread distres 
and unemployment. As sales abroad shrank in volume, exporters curtailed 
their purchases from the clothiers whose stocks would not move, tying up 
working capital. As a result they were eventually forced to stop buying woo 
and giving work to spinners and weavers. Unlike modern depressions, such g 
slump was, of course, exclusively commercial in character: it was an inyep. 
tory crisis, but it had monetary aspects, because it was usually accompanied 
by “scarcity of money” due to an outflow of specie and a slowing down of the 
velocity of circulation, Sometimes bad harvests or the plague came in to aug. 
ment the sufferings of the poor and to bring them to the brink of starvation, 

Professor Supple’s purpose is to examine how the crisis in the woolen indus. 
try under the first two Stuarts, especially the depression of 1620-1624, affected 
government policy and influenced the thought of the mercantilist pamphlet. 
eers, the economic advisers of the period. He argues convincingly that the 
government’s chief concern was simply to maintain public order, to prevent 
bread riots, and to provide relief by strict enforcement of the poor law, Al 
though the government ill-advisedly supported Cockayne’s project, it was in 
general rather wary of mercantilist prescriptions or grandiose schemes which 
might miscarry and make the situation worse. Even plans to enhance the cur. 
rency, that is, to devaluate the pound sterling, were rejected in the face of 
fierce opposition in certain quarters. Half-hearted attempts to control the 
bullion market and prevent species outflows also failed and their failure 
brought discredit to Malynes and others who had advocated such a policy. 
In the end, the government resigned itself to letting the depression run its 
course while taking measures to alleviate distress. The battle of pamphlets 
among the early mercantilists ended with the rout of the bullionists and the 
victory of Thomas Mun who was able to show, to the satisfaction of his con- 
temporaries, that an unfavorable balance of trade was at the root of all evils 
and that economic policy should consist in promoting the export trade instead 
of establishing a system of exchange control. 

Supple’s analysis is sound; his conclusions are in general acceptable. How- 
ever, he is not always the first to have made certain points, and he is regret- 
tably stingy in giving due credit to preceding writers. Usually he refers to 
them only when he disagrees, but he omits to mention them when he gives 
exactly the same interpretation. Thus, Jacob Viner is taken to task thrice in 
critical footnotes, but his contributions are passed over in silence. Eli F. 
Heckscher and this reviewer receive the same treatment. E. A. J. Johnson is 
entirely ignored. Only Astrid Friis fares a bit better and gets at least an 
honorable mention in the preface. More generosity would not have detracted 
from the value of Supple’s work. On the contrary, it would have strengthened 
confidence in the soundness of his analysis and interpretations. 

It is not that the book lacks originality, since it gives more emphasis than 
earlier studies to the influence of stark reality—a disastrous slump—upon 
thought and policy. Besides, Supple has been diligent in digging up new ma- 
terial, such as Mun’s reports as a member of the Commission on Trade 
(1622). These reports already embody all the ideas which he later put in his 
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pook, England’s Treasure by Forraign Trade. Like the depression of the 
1930’s, the “decay of trade” in the years 1620-1624 spurred economists to 
search for remedies. 

A few points remain debatable. For instance, it is questionable whether, 
as Supple contends, the mercantilists’ aim was simply to retain rather than to 
acquire and accumulate treasure. Misselden must have realized that enhance- 
ment (devaluation) would have boosted exports, since he knew perfectly well 
that a low exchange rate for the pound sterling was bound to increase the 
price of all foreign wares and to lower the price of English cloth sold abroad in 
local currency. This is a matter of simple arithmetic. Besides, Misselden’s op- 
ponent, Malynes, belabored this point. In agreement with Viner, the reviewer 
maintains that Malynes was hopelessly confused in some of his analysis. 
Furthermore, his doctrines contained a strong flavor of scholasticism. 

On the whole, Supple’s book has the great merit of studying early mercan- 
tilism from a pristine point of view. It is a valuable contribution to economic 
history as well as to the history of economic thought, but it supplements 
earlier works without replacing them. 

RAYMOND DE ROOVER 

Boston College 


Theory and Policy of Accounting Prices. By A. Qayum. Amsterdam: North- 
Holland Publishing Co., 1960. Pp. xi, 123. $3.50. 

This is the twentieth volume of “Contributions to Economic Analysis,” a 
series which includes Strotz and Tinbergen among its editors, and which has 
presented such well-known works as Theil’s Linear Aggregation of Economic 
Relations, Klein and Goldberger’s An Econometric Model of the United 
States, 1929-1952, and Tinbergen’s Design of Development. 

Qayum elaborates in this book ideas first proposed by Tinbergen, who was 
his former teacher and has guided him in its writing. What Tinbergen has 
stated rather generally, Qayum has narrowed and formalized. The book 
abounds in symbols and equations, though the mathematics is in fact not diffi- 
cult, being restricted with few exceptions to first-order differentiation and 
simple algebra. However, the reader will find that many steps are omitted in 
deriving formulas. 

Qayum maintains that the fundamental cause of underdevelopment is 
“structural disequilibrium”—a systematic distortion of prices throughout the 
economy, following from an excessive wage rate (one above the full-employ- 
ment marginal productivity of labor), and from an unnaturally low interest 
rate. The results are a high level of continuing unemployment characteristic of 
underdeveloped societies, and the prevalence of socially uneconomic tech- 
niques of production which use too much capital and too little labor. This 
misallocation of resources constricts national output, and therefore also sav- 
ings and growth. 

The author attributes the nonequilibrium wage rate chiefly to government 
reluctance to let wages fall to a natural level near or below subsistence, and 
the artificially low interest rate to a misguided government idea that this will 
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stimulate development, often encouraged by low-interest though limited loans 
from international agencies. 

To correct these conditions, Qayum following Tinbergen proposes indirect 
manipulation of private decision-making through carefully measured taxes 
on capital-use and subsidies for labor-use. This would lead to increased social 
output from the reallocation of resources more truly in accord with their 
scarcity or abundance, while preserving freedom (in contrast with direct goy. 
ernment planning or price-setting) and marshalling the pre-eminent forces of 
private initiative. 

“Accounting prices” signify the estimates of what the marginal productiyi. 
ties of uncommitted capital and labor would be if fully employed in the 
technologies best for such resource endowments. The government would leave 
all prices to the market, including those of factors, but would establish a syb. 
sidy rate per unit of labor equal to the difference between the market and the 
accounting wage rates, and a tax per unit of capital equal to the difference 
between the market and the accounting interest rates. Each enterpriser in the 
“accounting sector” would receive from the government (or pay) a net sum 
equal to the difference between his labor force times the subsidy rate and his 
capital-use times the tax rate. The “accounting sector” would consist of all 
production with new investment, excluding activity in agriculture and handi- 
crafts. Qayum’s reason for excluding the latter sectors seems to be the seri- 
ously imperfect economic calculation typical of self-employed units in such 
activities; he suggests that the government attack their problems directly 
through technical advice, etc. A further qualification of the program is that 
only unskilled \abor-use would be subsidized, since labor acquires skills 
through the equivalent of investment, so that skilled labor might well contain 
an amount of capital that would call for an implicit interest tax approximately 
equal to the implicit subsidy for use of its unskilled content. The program as 
a whole would eventually render itself unnecessary: with the full employment 
of labor and the growth and ultimately correct use of capital stock, each fac- 
tor’s market and accounting prices would move steadily toward coincidence. 

The largest part of the book is given to deriving formulas for estimating 
accounting prices and their effects on national output, on savings, on the gov- 
ernment budget, and on the price level. One may wonder how quantitative 
estimates of these variables can be obtained without empirical data. Qayum 
evolves the estimates by treating the economy as one process turning out a 
single good, having a simple Cobb-Douglas production function P = L* K", 
with P as national product, and L and K as the total quantities of homo- 
geneous labor and capital in use. The parameters to be specified are then the 
initial percentage unemployment of the labor force, the constant growth rates 
of labor and capital, the depreciation rate, the duration of time since the in- 
troduction of the accounting price policy, and the value of a (Qayum posits 
.75). With these values given, we can derive, say, the total subsidy (as a 
fraction of national product) required to bring the entire labor force into use. 

Some errors and contradictions appear in the book, chiefly of a formal kind. 
In one set of equations (p. 37), national saving is derived as net, though it 
is clearly intended to be gross. Measures of the gains and costs from the 
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introduction of accounting price policy are derived from formulas which as- 
sume that the nonequilibrium market prices of labor and capital equal their 
marginal productivities for enterprisers, though this could not be true, at 
least for capital, which is then in excess demand. The proposed rule that 
already existing plants should be exempt from a newly introduced tax- 
subsidy program, to protect them from obsolescence and to prevent their 
abandonment, which Qayum says would follow, indicates a confusion of 
private with social losses; the exemption would avert only the loss of nominal 
and exaggerated capital value, and would sacrifice the presumed benefit of 
shifting to a more labor-intensive use of the old plants (assuming any flexi- 
bility of factor proportions). The assumption throughout that enterprisers 
in underdeveloped economies are rational, foresighted, and progressive, and 
that their invisible guidance along the course of economic development is 
thwarted only or chiefly by the existence of artificial factor prices, is in effect 
denied by the author when he says of the capital markets in such areas 
(p. 3), “. . . due to lack of initiative and enterprise, the demand is very 
low even for the small amount of capital which is available.” 

The author implies that his model is operational. But it is not true that the 
economy has a single production function and two homogeneous factors. The 
estimation of specific accounting prices requires working out a picture of 
the economy’s future in considerable detail. It involves a problem in gen- 
eral equilibrium and optimization, taking into account changing demands, 
alternative and changing technologies, external economies, and shifting sup- 
plies of imperfectly substitutible inputs. Qayum recognizes this in Chapter 6, 
which treats accounting prices as a problem in linear programming on the 
assumption of discrete processes, in contrast to that of a continuous pro- 
duction function. Here he states (p. 69) “. . . there is little possibility of 
the derivation of the accounting prices from discrete processes of production 
in the near future.” Yet he implies in the remainder of the book that such 
estimates can be made more easily when the production function is continu- 
ous. What is true is that it is easier to use calculus to differentiate the general 
form of a production function than it is to solve a linear programming prob- 
lem; but this is only abstract model building. 

Tinbergren, in discussing accounting prices in Design of Development, 
has suggested that rough approximations of their magnitudes could be made 
which would at least have the virtue of improving on nonequilibrium market 
factor prices. For example, the accounting price of unskilled labor might be 
judged to be 80 per cent of the market wage, in the light of existing unem- 
ployment. A corresponding subsidy policy could bring full or at least fuller 
employment through a shift toward techniques with a higher ratio of labor to 
capital. 

This possible result brings into the open a critical premise of accounting 
price theory and policy: that an underdeveloped economy promotes its most 
rapid growth by assuring continuous use of all its existing resources, through 
adopting techniques which reflect its current high ratio of unskilled labor 
to capital. Along with this proposition should be considered the question 
whether the profit-oriented judgments and energies of individual enterprisers, 
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as found in such societies today, and the functioning of free markets corrected 
for imperfections, provide an adequate engine for growth. The theory of 
general equilibrium, as embodied in the policy of accounting prices, is pri. 
marily a theory of comparative statics, and the usual inferences from it may 
conflict with the underlying processes of optimal growth and development, 
It may be more advantageous for a society to use (within limits) modem 
processes which transform its productive factors, even at the cost of 

rary unemployment, than to seek ‘out those methods which find full use for 
its resources in their existing forms. 


Amor GOSFIELD 
Cornell College (lowa) 


The Stages of Economic Growth: A Non-Communist Manifesto. By W. W. 
Rostow. Cambridge: Cambridge University Press, 1960. Pp. x; 179, 
$3.75; paper edition, $1.45. 

There is a peculiar, baffling charm to Professor Rostow’s set of lectures, In 
them history is made simple. The world is a set of nations, or societies (the 
words are used interchangeably); each one—though a separate creature— 
goes through a sequence of five stages as its economy develops. The stages 
have oddly memorable names: traditional society, preconditions to take-off, 
take-off, drive to maturity, and the age of high mass-consumption. Each 
stage has a few general characteristics, sketched out in five brief chapters, 
History, it is said, fits this pattern, resembling a rather jerky horse race (in 
which a tragic photo finish is just now in danger of developing between the 
two front runners). 

From economic history, the lecturer’s interest shifts to the great questions 
of international politics. Here nations appear as the eternal, indestructible 
unit in human affairs. They existed in the traditional society, they thrive 
under the “reactive nationalism” of the transition, and they form the power 
blocs of the next world. The historical pattern of war and peace reflects ina 
complex way their relative stages of development. Most exciting is said to be 
the view of the future which this historical taxonomy can give. Since many 
great nations are moving toward economic maturity, the game of international 
power politics will grow more complex and competitive. In this situation, the 
West must persuade Russia to abandon her pretensions to world religion 
and, as simply one great power, to accept international inspection of nuclear 
disarmament. A peaceful world of mature nations can then move on to 
gether to see what lies beyond the age of high mass-consumption. As a con 
tribution to this great act of persuasion, Lecture 10 proposes the stages-of- 
growth sequence as a liberal alternative to Marxism. 

Simplicity, relevance, and a high sincerity are important sources of ‘the 
widespread appeal of these lectures. But there are other sources as well. There 
are on every page bold assertions, immense claims, sweeping insights, un- 
substantiated by analysis or documentation. When a professor speaks thus 
to students, he excites them to look further into the material, to take more 
advanced courses, even to dip into that “more conventional treatise” where 
“the views presented here might have been elaborated . . . at greater length, 
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in greater detail, and with greater professional refinement” (p. ix). How 
many times, from high-spirited undergraduate days on, must Rostow, like his 
more inhibited colleagues, have found that such ideas, resembling the other 
pleasures, Burns wrote about, 

... are like poppies spread— 

You seize the flow’r, its bloom is shed; 

Or like the snow falls in the river— 

A moment white—then melts forever. 


Surely Rostow has scattered snow liberally here upon the surface of what 
appears to be rather shallow water. One cannot be sure of the depth, of 
course, since the current is swift and the author darts like a dragon fly over 
the dazzling expanse. The applause of economic policy-makers and journalists 
to his performance betokens an important pedagogical accomplishment. And 
it is not enough for academic critics, themselves unmindful of the fable of 
the fox and the grapes, to remind Rostow of the fable of the frog and the ox. 

One’s chief regret is that, for all his boldness and bravado, Rostow has 
remained tied to an extremely conventional historical framework. One sees, 
gleaming up through the water a broken image of the school of Schmoller. 
The notion of stages is a primitive aid to thought, itself an obsolete stage in 
the economic historian’s grasp of a complex and continuous process. And 
there is surely an ultimate level on which the world must be seen not as a 
checkerboard of national case studies, but as a single, developing interna- 
tional industrial society if we are ever to understand its past or to come to 
terms with its future. 

N. PARKER 

University of North Carolina 


Southern Tradition and Regional Progress. By Witu1am H. NicHotts. 
Chapel Hill: University of North Carolina Press, 1960. Pp. xviii, 202. 
$5.00. 


The South could do with more leaders—native, trained, experienced, of 
good will—like the author of this sensible book. Native because in the pres- 
ent scene of collective sectional resentment the “outside” critic is suspect. 
He is unable to understand the South’s soul. His inspection is superficial, his 
recommendations are inapplicable. His mechanics do not reckon with that 
undefinable something of which Southerners are supremely aware even if they 
do not cherish it. As of old, the prophet lacks honor in his own country if 
he runs counter to popular mores. He is not called a fool, but a knave. In the 
proportion that his advice is penetrating he is a traitor. His very ac- 
quaintance, coupled with adverse comment, makes him immortal. He holds up 
his own people to derision. 

Happily the cry for Barabbas subsides somewhat and stripes begin to be 
withheld. The Supreme Court is different from Pilate. More and more agree 
that the secret of the South is resolvable into ignorance, poverty, under- 
employment, undeveloped resources, overrepresentation of rural electorates, 
narrow economic opportunity that breeds fierce racial jealousy, and dema- 
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gogues feeding on exploitation of several sorts. Progress commences to con. 
vince the South against itself. Industry, highways, electric power, govem. 
ment installations, TVA planning, army experience that interchanged 
lations, wage and hour legislation substituting competence for self-pity, al 
relax tension with the blessed emollient of income. Original sin begins to be 
dispelled—heaven help us!——by kilowatts and compact cars. 

Professor Nicholls, recently president of the Southern Economic Associa. 
tion, and chairman of his department in Vanderbilt University, discusses 
Southern tradition, prejudice, inertia in five thoroughly informed chapter, 
Given the desire for betterment, what inhibitions lie in agrarian val 
rigidity of the social structure, undemocratic politics, decline of social rm. 
sponsibility, and conformity of thought and behavior? In viewing this parade 
of negatives the author has the advantage not only of hominy in his diet byt 
also of an extensive knowledge of agricultural economics; he has had a toy 
of duty with the President’s Council of Economic Advisers, has participated 
in development work in other backward regions, and has made field studies 
in the South itself. He has both patriotism and perspective, both compassion 
and candor. If one must confine himself to a single historical survey of the 
South’s culture, this descriptive and analytical section, with all main elements 
comprehended, must stand high on the list of eligibles. The absence of de 
mocracy is a sorrow, and the abdication of aristocracy has made the mis- 
fortune worse. 

But this wise guide does not stop with deploring. His regrets are but 
preface to his program for regeneration. If “the South’s poverty problem is 
centered in its nonfarm Negro population and in its farm families, both 
white and Negro,” then “solution . . . requires an acceleration of the rate 
of industrial-urban development throughout the region.” The recommended 
means are state industrial development commissions devoting funds to re 
search and planning, not to advertising labor docility; a TVA power policy 
that ceases to handicap private industrial expansion in favor of omnivorous 
defense projects; federal labor-market information that embraces rural 
underemployment; more generous public support for educational and health 
facilities (remember our projected aid in this department to the Congo); en- 
couragement of migration from low-income rural areas unlikely to attract 
industries affording a good standard of living; credit and technical services 
to permit those who remain on the land to embark in intensive farm enter- 
prises. Local initiative must refuse to shun outside aid, financial and super- 
visory; what is threatened by these helps is not the independence of the 
people, but the dominance of disingenuous, if indigenous, masters. These 
remedies remind of the advice of Mathew and Henry C. Carey more thana 
century ago—the South must join plough, loom, and anvil. 

Too many talk of the South—its demands and responses—as though all 
of its people were white. But black and brown have this author’s solicitude 
on every page. And only together can Negroes and Whites advance from 
custom to contract. 


Broapus MITCHELL 
Hofstra College 
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Comparisons of the United States and Soviet Economies: Parts I, Il, and 
Ill, Papers Submitted by Panelists Appearing before the Subcommittee 
on Economic Statistics, Joint Economic Committee, 86th Congress, 1st 
Session (Washington: Supt. Docs., 1959. Pp. xii, 376; ix, 166; vii, 69. 
$1.00; 45¢; 25¢); Hearings before the Joint Economic Committee, No- 
vember 13-20, 1959, Joint Economic Committee, 86th Congress, 1st 
Session (Washington: Supt. Docs., 1960. Pp. iv, 292. 70¢); Supple- 
mental Statement on Costs and Benefits to the Soviet Union of Its Bloc 
and Pact System: Comparisons with the Western Alliance System, Joint 
Economic Committee, 86th Congress, 2nd Session (Washington: Supt. 
Docs., 1960. Pp. iv, 50. 20¢). 

These five volumes represent the third published effort in five years by the 
Joint Economic Committee to get at the problems posed by the growing 
economic strength of the Soviet Union. The present study commences with 
twenty-odd prepared papers, essentially technical in character, submitted by 
panelists who are identifiable for the most part as economists and as spe- 
cialists on the Soviet Union. These are followed by seven somewhat polyglot 
papers under the subtitle of “Evaluation of the Russian Economic Threat by 
Private Policymakers,” submitted by representatives of various organiza- 
tions. The prehearings materials conclude with three papers on “Summary and 
Policy Implications.” The hearings proper consist largely of remarks by the 
same panelists but include as well a prepared statement by Allen Dulles. The 
supplementary volume on the Soviet bloc is submitted by the CIA and State 
and Defense Departments in response to a request made by Senator Javits 
in the course of the hearings. 

What is of principal interest here to the professional reader is contained 
in the papers submitted by specialists. These are on the whole exceptionally 
competent and well-conceived expositions of various aspects of the Soviet 
economy. Some, e.g., the papers of Hans Heymann and Robert Campbell 
on the general problems of U.S.-Soviet comparisons, are intelligent restate- 
ments of knowledge that is more or less common among specialists in the 
area. A second group of papers, e.g., Warren Eason on labor force and 
Ernest Williams on transportation, derive from earlier writings by their 
authors but are none the less useful on that account. A third and quite large 
group represent summaries of the findings of extensive and prolonged studies 
of which complete versions have not yet been published. 

Of the last group, two papers are especially noteworthy: one by Herbert 
Levine on Soviet planning and another by D. Gale Johnson and Arcadius 
Kahan on Soviet Agriculture. Levine’s paper, particularly if taken together 
with J. M. Montias’ recent article in this journal, is much the most illumi- 
nating explanation of Soviet planning yet to appear. Levine stresses more 
heavily than does Montias the “forcing” of technical coefficients as a device 
for obtaining consistency in the materiaf balances and discounts the im- 
portance of iterative procedures, but the difference looks to be more exposi- 
tional than substantive. The Johnson-Kahan essay presents new indexes of 
Soviet agricultural output and various measures of inputs and productivity. 
While these findings appear broadly consistent with those of previous studies, 
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they are considerably more detailed and more comprehensive in the time 
periods covered. The reader should note that the statements of these two 
contributors in the hearings include additional material: a comparison of 
their output estimates with a recently released official index and a summary 
of their estimates of real per capita earnings in agriculture. 

The subject of agriculture is perhaps the most effectively dealt with in the 
entire proceedings. Johnson and Kahan on outputs and inputs, Nancy Nimit; 
on prices and costs, and Lazar Volin on general organizational and polj 
matters, cover Soviet agricultural problems fully and penetratingly, though 
it would have been well if Miss Nimitz had had space enough to argue her 
important hypotheses on the stimulating effects of recent agricultural price 
reforms, Similarly complementary papers are provided by Robert Allen, Frank. 
lyn Holzman, and Henry Aubrey, on Soviet foreign economic activities, Other 
individual papers too numerous to list are equally competent. 

The technical papers assembled here constitute, then, an exceedingly useful 
collection of readings. Especially in view of the outdating by the post. 
Stalin changes of older text materials, these essays will undoubtedly be 
drawn on heavily for classroom assignments. Other readers will find in them 
a handy (though not tightly organized, entirely comprehensive, or fully 
documented) survey of our present knowledge of the Soviet economy. 

Viewed as a whole and as an effort to render counsel on a problem of 
national policy, these proceedings are considerably less satisfactory. The cen- 
tral question at issue, clearly if not altogether explicitly, is the size and sig- 
nificance of the threat to this country created by the relatively high rate of 
Soviet growth. That the Soviet growth rate does currently exceed ours, by 
better than 2 to 1 measured by GNP or industrial production, and that it 
will probably continue to exceed ours, is generally agreed (see, among others, 
papers by Warren Nutter, Morris Bornstein, and Allen Dulles). The greatly 
preponderant view expressed here, however, is that this differential is no cause 
for alarm, or, perhaps more accurately, not so much cause as one might think 
or less cause than other things one might name. 

This effort to minimize the significance of growth rates is not in the main 
the responsibility of the panelists who contribute the technical papers (excep- 
tions are cited below.) Either on instructions from the sponsors of the pro- 
ceedings or as the automatic consequence of the narrowness of their topics, 
the specialists for the most part restrict themselves to the providing of facts. 
The drawing of inferences is left to the nonspecialists. 

Among the latter, Howard C. Petersen, here representing the Committee 
for Economic Development, undertakes the single systematic and extended 
appraisal of the significance of growth rates that appears in these volumes. 
Petersen argues roughly as follows: Economic capacity is not determining 
(“not decisive”) for the volume of power-related expenditures because either 
the United States or the USSR’ could increase such expenditures if, as 4 
matter of policy, it chose to do so. The Russians may not use the power for 
mischief which they possess, and their economic successes may lead to 
favorable internal political changes. The loyalties of uncommitted peoples are 
less likely to be affected by relative growth rates in the United States and 
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USSR than by those of China and India (this presumably is not meant to 
be reassuring). In any case, accelerating our growth rate is likely to be ex- 
pensive: we now spend about $75 billion a year for growth-affecting pur- 

(net investment, education, and research); as a first approximation, 
it would appear necessary to at least double such outlays in order to double 
our growth rate. Whether outlays that affect growth are assumed also to 
maximize growth, or whether it is assumed that all such outlays would neces- 
sarily be increased in equal proportion, is not explained. 

In the first of the three summary papers, Willard Thorpe, who does very 
neatly summarize the submitted papers, relies for his policy inferences 'argely 
upon Petersen, though he does not accept all of Petersen’s arguments. W. W. 
Rostow opens his summary paper with the statement: “I believe I speak for 
virtually all the panelists [about 4 out of almost 30] who addressed them- 
selves to the implications of their analyses for American policy when I say 
this: Our dangers do not lie primarily in the size of the Soviet economy or its 
overall rate of growth.” Rostow’s reasons for deprecating growth rates are 
much like Petersen’s, but, unlike Petersen, he is greatly concerned that we 
improve our present allocation of U.S. output. 

Among the panelists responsible for| the technical papers, only Heymann 
deals at any length with the implications of the growth-rate differential, and 
he also plays down its significance. In the hearings (p. 42), Heymann makes 
the further observation that, once this nation faces up to its real challenges, 
“growth will follow automatically, and enthusiastically, without anyone do- 
ing anything directly about it.” Joseph Berliner in his remarks in the hearings 
(p. 142) explicitly endorses Petersen’s position. 

The foregoing resumé is unfair in that virtually all of the contributors cited 
concede some significance to growth rates, and most of them do in fact ac- 
cept the need for accelerating U.S. growth. But this significance is allowed 
expressly as a concession, and the conclusion driven home is that growth is 
not of “primary” or “decisive” consequence. That the committee members so 
understand the point of the discussion is clear from the hearings (see, e.g., 
Representative Curtis’ remarks on page 23, Representative Bolling’s on 
page 41). 

The contrary view is not entirely unrepresented. Bornstein in his pre- 
pared paper gives a brief but ungrudging statement of the significance of 
growth rates. Gerhard Colm, representing the National Planning Associ- 
ation, treats with quite even emphasis the problems of growth and other 
problems that confront us, and asserts both the need for and the feasibility 
of accelerated growth. Harry Schwartz, in the third of the summary papers, 
expresses his alarm vigorously, but he relies for argumentation (as adherents 
of this view may be too prone to do) on the sheer impact on the beholder of 
statistics of projected outputs. Allen Dulles, who has elsewhere shown con- 
cern with growth, makes in his prepared statement only a passing reference 
to the possibility of a “dangerous” narrowing of the gap between the two 
economies; the questioning set off by this word does not do much to estab- 
lish wherein the danger lies. There are a few other expressions of alarm 
scattered through the hearings (see especially the testimony of Evsey Domar). 
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Nowhere, however, is there a brief for this position comparable to Pete. 


sen’s. The dominant voice throughout remains that of participants who ay 


effectively unalarmed. 

A possible explanation of at least part of this odd imbalance begins tp 
emerge clearly only at the last session of the hearings. The significance of 
growth rates, their role as success symbols aside, presumably relates to th 
long run. Domar in his testimony (pp. 245 ff.) raises considerations which 
are explicitly or necessarily long run: “What will the situation be if ang 
when Soviet output matches ours, and then exceeds it, say, by some 50 pe 
cent?” “. . . Economic growth and technological and scientific progress ay 


longrun processes: The school children of today are the scientists of tp | 


morrow, and their research of tomorrow forms the basis of growth in years tp 
come.” Schwartz (p. 254) picks up the same thought in criticizing Dully 
for restricting his projections to 1970: “. . . there is no reason to suppose 
that the world will end in 1970.” “We have children who, we hope, will live 
beyond that date.” The point is evidently acknowledged: Thorpe, reiterating 
his earlier argument that growth is not consequential for foreign economic 
competition, adds here (p. 255) the phrase, “at least in the short run” 
Rostow (p. 270) declares that 10 years “is about as far ahead as I can look 
operationally.” 

From this exchange it appears likely that a crucial but unstated point at 
issue throughout these lengthy proceedings was the appropriate time horizon 
for the planning of national policies. Had this been brought out earlier, it 
would at least have made clearer where real disagreement lay. It might have 
permitted as well an expressed agreement on a conclusion to which many of 
the participants on both sides of the argument implicitly assent: we face 
not one danger but two. For the near future, the danger is that we may allo 
cate too little of our output to the uses that determine our security and our 
influence in the world. In the long run, if our growth rate continues to lag 
as it has in the recent past, we may reach a point where reallocation alone 
will no longer meet our needs. By that time, of course, it will be too late to 
look to our rate of growth. 

Whatever purpose may be served by disputing which of the two is the 
greater danger, it scarcely appears wise to magnify one by minimizing the 
other. 

RAYMOND P. PowELL 

Yale University 


Statistical Methods; Econometrics; Social Accounting 


Economic Arithmetic. By Rostn Marris. London: Macmillan and Co. Ltd, 
1958. Pp. xvii, 349. $4.50. 

The declared purpose of Mr. Marris’s book is to provide an explication of 
the broad statistical descriptions of the British economy now available, and to 
aid the reader in integrating economic theory with the statistical techniques 
by which that theory is applied. Marris carries out his plan in three parts: 
Part I is a study of official British national income and expenditure statistics, 
Part II is given over mainly to an exposition of the rudiments of time series 
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and regression analysis, while Part III is a long and detailed discussion of 
the formal properties of index numbers and their application to the measure- 
ment of changes in family and national real income. 

Marris opens his explanation of the nature and sources of British national 
income statistics by sketching the main features of the economic process 
that generates the data. This introductory material is followed by a lengthy 
reading of the important income aggregates that are annually published in 
the official government Blue Book entitled National Income and Expenditure. 
Although Marris follows closely the organization of the Blue Book, his ex- 
position does not utilize a single statistic from that source. This is an un- 
fortunate omission, for it has the double effect of making the subject seem 
unnecessarily abstract and his explanation less valuable than it really is. 
His work is helped, however, by an ingenious diagram that schematically 
depicts the relations between the aggregates discussed in the text. Marris’s 
work would have been further helped had he taken the space to write down 
these relations algebraically. As it is, though, American students who possess 
a knowledge of national income accounting will find the first three chapters 
of this book a satisfactory guide to British social accounting practice. 

The remaining five-sevenths of the book is devoted to a number of prob- 
lems concerning the manipulation and interpretation of economic data. Part 
II opens with a very nice chapter on the value of simple inspection of the 
data—which turns out not to be an entirely simple matter. Marris then goes 
on to explain, in the following two chapters, the basic aspects of time series 
analysis and the least-squares technique of fitting regression equations. Al- 
though he develops these subjects in a routine fashion, his warning that little 
can be inferred from the computations made unless the investigator has “a 
reasonably correct idea of the nature of the system which is governing data” 
will be of especial help to beginning students. Marris closes this section with 
a mention of the method of simultaneous equations. 

Part III furnishes a good example of how economic and statistical theory 
can be usefully combined. Marris begins this section by verbally developing 
the general nature of index numbers, and follows with a carefully done alge- 
braic exposition of their formal properties. He then combines the theory of 
consumer choice with index number theory and explains the problem of 
measuring changes in family real income. He ends the book with a long and 
excellent chapter on the economic and statistical questions involved in meas- 
uring changes in real national product. Though no final solutions to the 
many problems connected with this difficult question are provided, this chap- 
ter is valuable because it is thoughtfully worked out and intelligently written. 

PauL WELLS 

University of Illinois 


Economic Systems; Planning and Reform; Cooperation 
Beyond the Weljare State. By GUNNAR Myrpat, New Haven: Yale Univer- 
sity Press, 1960. Pp. xii, 287. $4.50. 


“Economic Planning and Its International Implications,” the subtitle of 
this book by the well-known Swedish economist, best describes its contents. 
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The book primarily concerns the past growth and present tendencies of th 
welfare states of the rich Western powers. The incidence of their policig 
upon the poorer countries of the non-soviet world is assessed. 

Myrdal’s main subject is the continuing evolution of Western welfare 
states towards his ultimate ideal of being “the people’s home.” He stresgy 
the ways in which, through a series of ad hoc government intervent'ons, g 
“created harmony” and “social convergence” have already come into bej 
without conscious plan. Hence many once necessary statutes, in labor matters 
for example, are now anachronistic. He looks forward to the day when much 
of this legalistic and detailed intervention by the state can be replaced bya 
new infrastructure of cooperative associations and local boards of citizens 

Unfortunately, in some countries such as the United States, nation 
planning has not yet caught up with this need for coordination and simplij. 
cation, but still takes the form of regimentation and tinkering by state or. 
gans. However, in some of the “advanced” welfare states, the habit of 
cooperating and bargaining in the collective organizations below the state 
level is well developed. In these relatively established and homogeneous s0- 
cieties the citizenry participate increasingly in an evolving form of economic 
democracy. 

Some of these views may seem to Americans like a description of Utopia, 
My own feeling is that Myrdal’s description of the rich welfare states applies 
only perhaps to Scandinavia, Benelux, West Germany and Great Britain. 
Surely the United States does not exemplify the planned economy—defined as 
coordinated economic intervention—Myrdal attributes to his welfare states. 
He admits, too, that the United States is something of a special case, not 
because it is big or “young,” but because white and black immigration has 
made it heterogeneous. To this he attributes the lack of citizen participation 
in a coordinating infrastructure and the prevalence of political bossism and 
labor union gangsterism. 

As for the underdeveloped countries, Myrdal explains why, compared with 
the rich welfare states, they practice so much less economic planning al- 
though officially they are so much more in favor of it. He stresses their need, 
not only for technical and capital assistance, but especially for more assured 
markets at more stable prices in the rich western countries. He regrets that 
the inevitable nationalism that accompanies the welfare state has made inter- 
national economic integration more difficult than ever. But if the world 
economy is to be restored, it will not be through a return to some automatic 
money standard but through a more sincere use of new and established inter- 
national agencies. In this respect he deplores the comparative failure of 
UNESCO and the IMF, the obsolete attitudes of the ILO, and the too modest 
scope of the IBRD. He places the blame for these inadequacies primarily 
upon the government officials of the rich western nations. Here one senses, 
between the lines, the frustrated international civil servant. 

Some of Myrdal’s best and perhaps most original pages concern the psy- 
chological reactions of people in the western countries to economic planning, 
foreign aid, and to various institutions that affect their economic lives. Some 
of these insights were a revelation to this reviewer. They serve as a valuable 
reminder that economics is after all a social science. 
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This book is based upon various lectures and articles to academicians and 
intellectual laymen. So the presentation is in very general terms and is not 
directed primarily at economists. Perhaps for the same reason there is con- 
siderable repetition. Occasionally one would prefer a little less heavenly 
sublimeness and a few more earthly facts. But many American economists 
will find much that is novel and provocative, especially if they have not read 
other recent publications by the same author, and we can all envy his notable 
command of the English language. 

STEPHEN ENKE 

Santa Barbara, California 


A Humane Economy—The Social Framework of the Free Market. By Wu- 

HELM R6épKE. Chicago: Henry Regnery Co., 1960. Pp. 213. $5.00. 
On rare occasions, at just the time when a productive stream of human 
history seems to have reached a dead-end, a book has appeared with the 
power to regenerate tradition and to free men anew for positive, productive 
action. Wilhelm Répke, internationally acclaimed economist, whose the- 
ories-in-practice have been credited with the revitalization of the West 
German Republic, has written such a book. 


The very title of Professor Répke’s study is enough to give twentieth cen- 
tury man new hope; for during the last fifty years we have been apparently 
caught in the dilemma of having to choose between the arbitrary tyranny 
of the totalitarian system and the free, but coldly impersonal, working of 
old-fashioned laissez faire. 


In A Humane Economy Répke has provided, not a middle-of-the-road 
compromise between two rival ideologies, but a new synthesis which tran- 
scends them—an economics which liberates the whole man both from the 
degradation of slave labor and from the selfishness of unbridled material- 
ism. 


So says the jacket. Can one book do all this? The first chapter is a “re- 
appraisal after fifteen years” of trends and events in the world economy. In 
general, it concludes that the “‘road to serfdom” has flowered into an inter- 
national, interlocking highway system. Unfortunately the economic, social, 
philosophical and other ideas are mixed with personal opinions of the author 
without being too well integrated by analysis. Hence there is some tendency 
toward overgeneralizations. For example, it is said that in the West today 
“the dominating and prevailing opinion is completely atheistic” (p. 9) and 
Marshall Plan aid was “tailored to the needs of socialist countries” (p. 22); 
but, fortunately, “there is no point now of continuing this list of embarrassed 
evasions and absurdities because they have long been answered by the facts” 
(p. 25). However, the conclusion is sound. “The decision on the ultimate 
destiny of the market economy, with its admirable mechanism of supply and 
demand, lies, in other words, beyond supply and demand.” 

The second chapter is a long critique of modern mass society and an acute 
analysis of recent worldwide population growth trends. These are provocative 
and bristle with interesting though often isolated ideas. But even this long 
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chapter seems too short to do justice to its main arguments which include q 
case against the “deplorable” decline of chivalry and rural life (which ar 
assumed to be closely interrelated) and the rise of the new trinity of adver. 
tising, socialism and boredom. This curious equation might well have been 
further explained. 

Third, there is a long chapter on the market system, beginning with an 
idealized version of classical economics. Again, an otherwise strong case for 
19th century liberalism is marred by oversimplifications. For example, the 
words totalitarianism, socialism, nationalism, collectivism, communism, and 
mass society are used more or less interchangeably. The real struggle between 
the “free world” and communism is seen to be on the spiritual, not eo. 
nomic, level whereas communism’s main weapon is said to be in production 
and living standards (p. 111). How this curious conclusion can be derived 
from a reading of Marxian and classical economic philosophy is not entirely 
clear. 

The central issue is stated, ‘What will happen when these individualist 
motives induce people to do things which are manifestly harmful to others? 
. . . Is it enough to appeal to people’s enlightened self-interest to make them 
realize that they serve their own best advantage by submitting to the disci- 
pline of the market and of competition? The answer is decidedly in the nega- 
tive. ... The market economy is not enough” (pp. 122-23). 

Granted the market economy is not enough. Where is the answer sought? 
It is in “Self-discipline, a sense of justice, honesty, fairness, chivalry, modera- 
tion, public spirit, respect for human dignity, firm ethical norms—all of 
these are things which people must possess before they go to market and 
compete with each other. These are the indispensable supports which preserve 
both market and competition from degeneration. Family, church, genuine 
communities, and tradition are their sources” (p. 125). In describing and 
analyzing these nonmarket factors Répke is at his best and the arguments are 
eloquent and instructive. But the conclusions are indefinite. There are many 
interesting side-trips into ideas of Dickens, Macaulay, C. W. Eliot, Pascal, 
Montesquieu and others but no attempt to integrate them. 

The advertisement promises a “new synthesis which transcends rival ideol- 
ogies.” Possibly the word synthesis means something else in English than its 
German equivalent because no synthesis in the accepted English sense ever 
appears. Répke does state clearly some basic, philosophical issues but the 
“synthesis” usually takes the form of eloquent defense of one position and a 
strongly worded attack on the other. Sometimes, however, the “synthesis” 
takes the form of stating both sides of a controversial question and then agree- 
ing with each side in turn without explaining how the debate comes out. For 
example, on page 121 the author states, “Any attempt to base an economic 
order on a morality considerably higher than the common man’s must end up 
in compulsion,” while on page 130 he says, “Every society should have a 
small but influential group of leaders who feel themselves to be the whole 
community’s guardians of inviolable norms and values. . 

Another long chapter is devoted to the twin dangers of ‘the welfare state and 
chronic inflation. We are exhorted to resist these. As in the section on the 
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market system, the discussion runs somewhat afield with many interesting 
observations on everything from Greek plays to American advertising. Al- 
though Répke stated earlier that the task of economics is “to make the logic of 
things heard in the midst of the passions and interests of public life to weigh 
everything and assign it its due place” (p. 149-50), he finally concludes that 
neither economic theory nor statistics is of any use and even national budget- 
ing is futile (p. 253). 

In the concluding chapter the issue is restated in terms of two kinds of 
social thought, “centrism” and “decentrisin.” The good decentrist “thinks in 
terms of human beings and also knows and respects history” (p. 229). The 
bad centrist, however, “misuses big words such as freedom, justice, rights of 
man, or others to the point of empty phraseology, who poses as a paragon of 
virtue and stoops to use his moralism as a political weapon” (p. 229-30). 

This book is not easy to evaluate because it was written in German and 
translated into English. A reviewer’s criticism should be directed toward the 
substance of a book rather than the appearance and hence should concentrate 
on the underlying thoughts as expressed by the author, not the words in some 
foreign language edition as chosen by a translator. The book is interesting and 
stimulating; but overtones and innuendoes play so much of a part that this 
review must consider them te be intended by the author rather than the 
translator. The book abounds with anecdotes, side comments, brilliant in- 
sights, and over-simplifications to such an extent that the main theme is 
often lost. If any conclusion can be drawn from the morass of opinions it is 
that solutions to all problems can be found in the unfathomable soundness of 
the “right” way as against the wrong or “left” way of doing anything. 

WALTER BuCKINGHAM 

Georgia Institute of Technology 


Zagadnienia ekonomii politycznej socjalizmu. (Problems of Political Economy 
of Socialism.) By Oscar Lance and others. 2nd edition. Warsaw, Poland: 
Ksiazka i Wiedza, 1959. Pp. 622. zl 30. 

This is a joint work of Oscar Lange and twelve other leading Polish econo- 
mists (most of them lecturing at the University of Warsaw). It is the first 
attempt at theorizing on the basis of the experiences of 15 years in the Polish 
socialist economy. The book should be of interest to any Western economist, if 
only for the reason that the socialist economic system is relatively young and, 
in consequence, theoretical syntheses of it are still very few. Marx and Engels 
dealt almost exclusively with the then existing capitalist system and much the 
same could be said about the major part of the works of Lenin. Owing to the 
specific situation of the USSR in the interwar and the immediate postwar 
years there are not, at present, many general theoretical treatments of the 
working of the socialist economy in that country; and it is only during the 
last decade that Stalin’s “Economic Problems of Socialism in the USSR” has 
appeared, and some theory has been included in the well-known economic text- 
book published by the Soviet Academy of Sciences. Some theoretical papers 
have been published lately by Strumilin, Ostrovitianov, Kronrod, Kantorovich 
and a few others. 
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The present Polish work does not attempt to formulate a complete theory of 
political economy of socialism based on Polish practical experience.’ Nor does 
it, as a matter of fact, regard any of its findings as clear-cut or final. Social. 
ism, as a new economic and social system, is undergoing changes. The work of 
the Polish economists furnishes a good example of this. Its first edition cop. 
tained two papers by Oscar Lange (“Political Economy of Socialism” ang 
“Fundamental Problems of the Period of Building Socialism”) and, further, a 
paper on socialist industrialization (Rutkowski), on the influence of agricul. 
tural development upon the growth of national income (Herer), on certain 
problems of dynamics of a socialist economy (Kalecki), on conditions of, 
general equilibrium between production and consumption in a socialist econ- 
omy (Laski), on models of a socialist economy (Bobrowski), on certain prob 
lems of prices in a socialist economy (Brus), on problems of economic choice 
in planning and on the problem of prices (B. Minc), on prices of agricultural 
products (Pohorille), on wages in a socialist economy (Morecka), and finally, 
on costs and optimal production in a socialist economy (Fiszel). 

The first edition printed in 10,000 copies, became out of print after six 
months which would seem a record for a country of some 29 million popula 
tion. Yet, 10,000 copies of the second edition published in December 1959, 
went out of supply by July 1960. What, however, is more interesting is that, 
because of developments during 1959, not only did the eleven papers of the 
first edition have to be supplemented in the second by the addition of two 
more (on “Calculating the Economic Effectiveness of Investment,” by 
Rakowski and on “Problems of Planning Economic Development,” by Pa- 
jestka), but in addition some of the views expressed by authors in their first- 
edition papers had to be, here and there, modified in the second edition. 

Moreover, the ideas expressed by the authors on several fundamental eco- 
nomic problems are not uniform. A good example is furnished by two fairly 
divergent theories on prices in a socialist economy presented by Brus and 
Minc. Their views differ widely—and so do certain other theories advanced by 
their colleagues. The book as a whole gives the student of economics an op- 
portunity to assess the difficulties of theoretical generalization applied to a 
national economy the socialist development of which has been going on for 
one and a half decades under specific conditions (the location of the country 
close to Central Europe, a certain level of economic development achieved 
before the second world war, the unbelievable destruction caused by war and 
by the German occupation, the diffculties of development during the “cold 
war” period, etc.). The experiences of other socialist countries must necessarily 
have been somewhat different, according to the stage reached in their economic 
development at the time of change in their economic and social systems, ac 
cording to the domestic and other conditions accompanying their early socialist 
development (e.g., the threat of German aggression looming upon the USSR in 
the ’thirties) , etc. No wonder that, despite the uniform Marxist-Leninist ideol- 


* Lange published a few months ago the first volume of his “Political Economy” (Ekono- 
mia polityczna), Warszawa 1959, This is an introduction to a major three-volume sys 
tematic treatise of Marxist political economy. The French translation was to be published 
at the end of 1960, the English one is somewhat delayed. 
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ogy, socialist development in practice has had to vary among the different 
countries and that, consequently, every attempt at theorizing about this prac- 
tice must be made, at least in its first formulation, with a great deal of caution 
as well as with a perfectly open mind. 

In his first paper, on the “political economy of socialism,” Lange states 
clearly that, as a result of the past practical experience of the USSR, China, 
Yugoslavia, Poland and other socialist countries “the situation is slowly be- 
coming ripe for a synthetic, theoretical analysis of the principles of political 
economy of socialism.” “Of course,” he goes on, “such a synthesis is bound to 
have a preliminary and temporary character only. There is much discussion 
among Polish economists, but there also are many divergences of views as far 
as those matters are concerned. This is quite natural if one takes into account 
the still very raw stage of development of these problems. We are by 
no means going to be surprised if these opinions, as far as certain prob- 
lems are concerned, undergo change as a consequence of further studies or of 
further practical experiences within the socialist economy.” 

These experiences are multiple, and constant theorizing about them is bound 
to lead to more new and new findings of a general character. It is obvious that 
factual differences between the stages of development in the building of the 
new system may reflect these differing experiences and, consequently, that 
divergent theories may be produced at a given moment. There would be 
nothing new in this, as exactly the same thing happened in the 17th and the 
18th centuries when a variety of experience with capitalism led to different 
and steadily evolving theories concerning the then developing economic and 
social system. Gradually, of course, the differences with regard to certain spe- 
cific points will be smoothed down. 

Thus the two editions of the Polish Zagadnienia ekonomii politycznej 
socjalizmu may be of considerable interest to economists, no matter what their 
personal attitude toward Marxism may be. They provide not only a sketch of 
the theoretical analysis of the economic consequences of socialism in Poland, 
but also they reveal the constant evolution of Marxist thought that is taking 
place in the light of a constantly accumulating wealth of experience derived 
from the steady growth of a specific national economy. 

TavEeusz LycHowskI 

University of Warsaw, Poland (temporarily in Washington, D.C.) 


Wirtschaftsrechnung, Investitionen und Wachstum in einer Zentralverwal- 
tungswirtschaft. By Ktaus DreEKMANN. Berlin: Duncker & Humblot, for 
Osteuropa-Institut an der freien Universitaet Berlin, 1960. Pp. 144. 

This book consists of three related discussions: (1) a critical review of prior 
literature on the subject, including some comparisons with actual Russian ex- 
perience, (2) an investigation into the problems connected with the applica- 
tion of linear programming and electronic data-processing to central planning 
in a fully controlled economy, and (3) an analysis of the relationship between 
growth and investment under certain assumptions. 

Diekmann begins by discussing Marxian value theory; he presents argu- 
ments on both sides but shows in detail how selection of alternatives for pro- 
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duction processes brings unrealistic results if return on invested capital js 
ignored. Russian planners therefore have had to develop various disguises 
under which the concept of interest is applied to decisions, without offending 
the ideological requirement of its nonexistence. 

The devices have taken many forms: Kukel-Kraevskij advocated selection 
of the alternative with the smallest total of investment and running costs for 
several years; A. L. Lure suggested opportunity costs as a guideline (he calls 
them relative effectiveness of capital); S. G. Strumilin constructed a system of 
indexes to serve the same purpose; P. S. Mstislavski went even further with a 
detailed scale of preference coefficients based primarily upon “underlying” and 
current investment requirements, and the French economist Ch. Bettelheim 
developed an evaluation of opportunity costs somewhat similar to Lure’s, 
Most of these methods were rejected by official Soviet policy in favor of an 
approach based upon Rueckflussfrist (recouping period, during which the 
investment is amortized). However, any analysis would have to be based upon 
economic preferences only if there are no socially more important considera- 
tions favoring any one alternative. 

The next chapter is devoted to a critique of Paul Hensel’s Einfuehrung in 
die Theorie der Zentralverwaltungswirtschaft in which Hensel describes his 
concept of thorough planning: the division of goods into a series of classes 
depending upon their relationship to a primary list of goods scheduled di- 
rectly by the planning authority. Diekmann’s own model, which follows, shows 
many similarities to Hensel’s, except that Diekmann places greater emphasis 
on production processes to be used. He shows that both demand and supply 
conditions can in fact be expressed with series of linear equations as long as 
the assumed conditions of full knowledge and control by the central authority 
are maintained. By grouping products and with the help of the simplex tech- 
nique he reduces the task to a magnitude within the capabilities of a large 
electronic computer installation. If his expectations are correct, the job can be 
completed in less than one month, certainly quickly enough to make the in- 
formation usable as the blueprint for a detailed plan. 

In the last section of the book Diekmann discusses the apportionment of 
investments among consumer-goods and capital-goods industries as well as the 
influence of this proportion upon economic growth. He considers this exposi- 
tion necessary for the completion of his argument since he has not previously 
distinguished between consumer goods and production goods. Again he builds 
mathematical models upon a series of assumptions similar to the previous ones. 
Unfortunately he decides to ignore the effect of investments necessitated by 
research and by new inventions on the ground that they would be too difficult 
to evaluate. As can be anticipated from this stipulation, the saturation point 
for investments (based on previously known technical achievements) is ulti- 
mately reached and any further investment must parallel population growth 
or be completely futile. 

Diekmann is an excellent mathematician; in his earlier chapters, when 
analyzing the models of others, he is quick to point to inevitable results from 
the basis upon which some of them are built. It is hard to understand there- 
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fore why he himself falls victim to similar errors when building his own 
structure. 

Despite this shortcoming the book is a valuable contribution to the rapidly 
growing body of information about the mechanics of planning for a modern 
economy. It points up the sharp dichotomy between the highly sophisticated 
ability of our society to solve those problems which we can define mathemati- 
cally and the backwardness with which we approach social problems, such as 
a determination of utility and usefulness which, in Diekmann’s discussions as 
well as in the actual Russian case, is left to the whim of a few individuals in 
authoritative positions. 

Erwin RauscH 

New York, N.Y. 


Money, Credit and Banking; Monetary Policy; Consumer Finance; 
Mortgage Credit 

Money Metropolis. By Simney M. Rossrins and Nestor E. Tertecxyy, with 
the collaboration of Ira O. Scott, Jr. Cambridge: Harvard University 
Press, 1960. Pp. xvi, 294. $5.00. 

The Money Side of “The Street.” By Cart H. Mappen. New York: Federal 
Reserve Bank of New York, 1959. Pp. 104. 70¢ (35¢ if purchased in 
quantity for classroom use). — 

The New York money market, the nexus of our financial system, has at- 
tracted little scholarly attention, so these two books will fill a large gap. 
Madden’s contribution is essentially a revision and extension of Money Mar- 
ket Essays written by several members of the Bank’s staff in 1952. The mono- 
graph by Robbins, Terleckyj and Scott is the fifth volume in the New York 
Metropolitan Regional Study undertaken by the Harvard Graduate School of 
Public Administration at the request of the Regional Plan Association. The 
over-all study examines the strategic economic and demographic features of 
the region (a 22-county area straddling the boundaries of New York, New 
Jersey and Connecticut) and projects them through 1965, 1975, and 1985. 

In the first two-thirds of his book, Madden describes the market for short- 
term funds anc the principal types of instruments traded; in the third section 
he concisely explains the Federal Reserve’s role as guardian of the money 
supply. The main tasks of Robbins and his colleagues are to explain New 
York’s hegemony and to appraise the forces which might weaken it. The key 
variables studied are employment in the various segments of the finance in- 
dustry and changes in its distribution within the region and between the region 
and the rest of the country during the years 1947-56. Employment patterns 
indicate whether financial activities are labor- or market-oriented, and when 
employment is combined with output it provides a rough index of productivity 
trends. Robbins and his colleagues first examine the money market and the 
hinterland of financial institutions surrounding it and then take up the projec- 
tions of financial employment through the ten-year intervals noted above. In 
an appendix on statistical methodology, they discuss the assumptions under- 
lying their computation and extrapolation of labor-output ratios for each major 
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segment of the finance industry. While they use historical data on jobs ang 
financial transactions to determine the ratios, the authors are careful to adjust 
the estimates for expected changes in the relation of manpower to output. 

The heart of the market consists of a few hundred trading specialists ang 
the managerial elite in the major banks and other financial firms—all boung 
together by a network of instantaneous communications. The money market 
core itself accounts for between 5 and 10 thousand of the 120,000 employees 
in financial activities in lower Manhattan (Robbins, p. 25), but it is the key. 
stone of the entire structure. The main force attracting participants is the 
desire to reduce uncertainty and avoid the risk of trading on highly unfavor. 
ble terms (Madden, p. 13; Robbins, p. 34). External economies (legal firms, 
printing establishments, etc.) also pull functions to the center. Both books deal 
adequately with the money market’s stock-in-trade (United States govem. 
ment and other securities, federal funds, commercial paper and bankers’ ac. 
ceptances—since the call money desk at the New York Stock Exchange was 
recently closed). However, Madden highlights the liquidity inherent in a 
viable money market which enables banks to adjust quickly their reserye 
positions and allows individuals and nonbank intermediaries to shift their 
portfolios without incurring insufferable capital losses (Madden, pp. 14-17), 
On the other hand, in Robbins’ wider historical] perspective one can trace the 
migration of the money market center from Philadelphia to New York during 
the first quarter of the nineteenth century; this was primarily a response to 
New York’s faster rate of economic growth, the willingness of its financial 
institutions to specialize, and constructive legislation. Neither book, however, 
discusses the continuing weakness in market arrangements which allows specu- 
lators in government securities such favorable opportunities as they enjoyed 
in the spring and summer of 1958. 

The large Wall Street banks link the money market with the rest of the 
financial community. Madden concentrates on the shift of most of the tradi- 
tionally “wholesale” institutions to “retail” banking. A similar shift in the 
country at large, according to the Robbins team, is one of the main factors 
behind the increase of 16 per cent in commercial banks’ loans and investments 
(in constant 1955 dollars) between 1947 and 1956. If taken alone, this ex- 
pansion would have raised national employment by 16 per cent. But changes 
in bank portfolios (spearheaded by the enormous rise in consumer credit) 
stimulated a potential growth of 70 per cent in the demand for labor which 
was only partly offset by improvements in productivity. On the other hand, if 
productivity had improved while the other variables remained unchanged, 
employment would have shrunk by almost one-quarter. Within the New York 
region, no growth occurred in total loans and investments; this is partly at- 
tributable to legislation which until early 1960 generally kept city banks from 
tapping the large reservoir of deposits in the suburbs. Moreover, the city banks 
make about one-half of their loans to borrowers outside the New York region, 
and this too depresses deposit growth (Robbins, p. 85). The enlarged scope 
for branches will undoubtedly enable the New York banks to mobilize addi- 
tional deposits, but they will probably never recover their former commanding 
position. This is not true of the banks’ foreign business, however, because the 
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nation’s expanding commitment in international trade will also enhance New 
York as a world money market. 

Beyond the commercial banks lies the massive range of life and property 
insurance companies, securities firms, mutual savings banks, etc. Madden does 
not venture into this territory, but the Robbins group explores it in some 
detail. Employment in these industries in the New York region grew only 
moderately between 1947 and 1956, and the largest lag centered in life in- 
surance companies, especially in home office employment. The hesitant per- 
formance of life insurance companies is principally due to the region’s smaller 
increase in personal income compared with other sections of the country. Life 
insurance companies are concentrated in mid-town New York and Newark, 
but increased mechanization of routine home-office operations and the drift of 
agencies to the suburbs may weaken (but not sever) the industry’s labor 
orientation. The necessity of property insurance companies to reinsure their 
highly volatile risks will maintain proximity among them, and their sizable 
holdings of common stocks will also pull them to the money market core. 
Despite the periodic threat of a New York city tax on stock transfers, the 
securities industry is likely to remain rooted around the two securities ex- 
changes in New York which account for 90 per cent of the volume of trading 
on the 17 organized exchanges in the country. The spread of electronic data- 
processing equipment in securities firms will almost certainly reduce their 
demand for clerical employees and may centralize some of the record-keeping 
now done in the branches. The remaining segments of the financial commu- 
nity (primarily savings-type institutions) have always been population-ori- 
ented, and this pull will undoubtedly continue. 

By 1985, employment in the country’s financial institutions is expected to 
be more than twice the level in 1956, but the New York region’s share will 
probably decline to 14 per cent compared with 19 per cent in the base year. 
Within the region, the older cities are expected to have two-thirds of the 
financial employment in 1985 in contrast to 88 per cent in 1956, but some 
absolute increase will occur—mostly in mid-town New York. Nevertheless, 
the money market core is likely to keep intact the present configuration of 
financial institutions in the Wall Street area. 

ANDREW F. BRIMMER 

Michigan State University 


Studies in the Theory of Money, 1690-1776. By Douctas Vickers. Phila- 
delphia: Chilton Co., 1959. Pp. ix, 313. $6.50. 

This book reviews the contributions made to monetary theory by nine 
writers: Locke, Barbon and North; Law, Berkeley and Vanderlint; Cantillon, 
Hume and Steuart. Vickers has organized them into these three groups of 
three, labeled respectively “Definitions,” “The Inflationists,” and “Process 
Analysis.” A preliminary 40 pages and a concluding dozen complete his study. 
As the jacket states, the book deals with the “important but neglected hundred 
years” preceding the Wealth of Nations. As such, it is a welcome contribution 
towards our understanding of the basis of classical economics, as well as a 
thorough study of the individual work of the selected nine. 
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Vickers would have eased his readers’ task if he had been able to construct 
a Procrustean bed of theoretical topics and to adapt the analysis of each of his 
nine subjects to fit it. This might well have required too surgical a simplifica. 
tion; but as it is, no two of these chapters are organized in the same way. The 
author is also rather prone to use some of our less helpful forms of jargon. In 
addition, a number of important points are made in the footnotes instead of in 
the text. And, doubtless because the chapters on individual writers are ex. 
tended, the chapter summarizing the exposition is highly condensed. It must be 
said that the outcome is a very difficult book to digest. 

This is a pity, because it makes a number of points well worth making. 
That, in the period covered, the existence of unemployment and the dangers 
of hoarding money were continual stimuli to economic thought, is now gen. 
erally appreciated; but Vickers reminds us in detail how fundamental these 
stimuli were to the evolution of monetary thinking. By picking out a series of 
writers, spread over a century, he has also been able to show the relationship 
between contemporary reactions not only to these social problems, but to the 
very different historical conditions which were successively encountered, And 
his classification of his nine writers elucidates the progressive emergence of 
monetary theory from the comparative statics of Locke and his contempo- 
raries. In Vickers’ terms, this evolution was from an analysis “equational- 
definitional in the static sense” through the “macro-dynamic analysis of eco- 
nomic activity” achieved by the Inflationists, to the “dynamic analysis of the 
money-flow process’ of Steuart. 

Such discussions of individual writers encounter, of course, formidable ob- 
stacles. It is easy to appear to attribute to the individual under study a dis- 
covery which was in fact common ground amongst his contemporaries, An 
occasional clear-sounding statement of a now-familiar truth may lead the 
enquirer to assume a logical insight which the writer did not in fact possess. 
The recurrence of a similar statement in a later writer may lead to the equally 
incorrect conclusion that there it was derivative. On the other hand, one may 
miss the significance either of a single conclusion or of the connection between 
two writers’ views because of the unfamiliarity, or the sheer looseness, of the 
terminology used. How far Vickers can be held to have avoided all these pit- 
falls depends upon the interpretation placed on many ambiguous passages. 
The present reviewer has noted a few quotations where the context does not 
appear wholly to support the author’s conclusions; and a few others where the 
significance which he attributes to the phrases transcribed is at least open to 
doubt. But Vickers has quoted extensively and aptly, and to a large extent we 
can form our own conclusions on the evidence which he has given us. 

Any more detailed comment on so closely reasoned a book as this can only 
be brief, and therefore unduly dogmatic. To one reader, however, neither the 
praise accorded to Barbon (p. 87), nor the inclusion of Vanderlint as a sig- 
nificant figure, seems to be quite justified. On the other hand, the recon 
struction of Berkeley’s thought from the welter of The Querist, the analysis of 
Cantillon’s views (especially on the trade cycle), and the further rehabilita- 
tion of Steuart, are particularly well done. Vickers would put us further in his 
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debt if, looking back on his work with the advantage of a further four years’ 
reflection, he could now develop more fully and systematically the synthesis 
to which his final chapter points the way. 


J. K. Horserretp 
Washington, D.C. 


Die Méglichkeiten der Schweizerischen Nationalbank zur Beeinflussung des 
Geld- und Kapitalmarktes. By Dr. Hernz Lutz. Winterthur: P. G. Kel- 
ler, 1958. Pp. 196. 

Die Schweizer Banken im Dienst der staatlichen Konjunkturpolitik. By Dr. 
Fritz Markus Rupotr. Winterthur: P. G. Keller, 1958. Pp. 172. 


The present monographs represent welcome and useful additions to the 
growing literature on central banking and monetary policy abroad. In com- 
bination with Amberg’s Die Politik der Schweizerischen Nationalbank (Win- 
terthur, 1954), discussed in the March 1956 issue of this Review, they provide 
a complete guided tour of the Swiss credit mechanism in general and the rela- 
tions between the Swiss National Bank and the country’s banks in particular. 
In a sense, the two works complement each other, since Lutz looks at Swiss 
monetary policy from the point of view of the National Bank and its role in 
the money and capital markets, while Rudolf analyzes the same policy as the 
banks have carried it out as agents of official economic policy. Along the way, 
the reader is given authoritative and detailed descriptions of the Swiss money 
and capital markets (Lutz, pp. 87-103), the history and evolution of the Swiss 
banking system (Rudolf, pp. 49-68), Swiss commercial banking legislation 
(id., pp. 123-39), and Swiss mortgage financing (id., pp. 140-45). 

The broad picture that emerges from the two works is one that has been 
painted before, but to this reviewer’s knowledge never with such clarity and 
precision. It is the picture of a highly developed and highly specialized bank- 
ing system (comprising, at the end of 1958, 428 banks with a total of 3,833 
offices) that, in the view of both authors, has been able to meet the credit 
needs of the domestic economy, while serving at the same time as an impor- 
tant source of capital to foreign countries. In these activities, the system has 
been guided by the Swiss National Bank in what both authors (as well as 
other observers) feel has been a highly successful and satisfactory manner, 
given the extremely limited statutory powers at the bank’s disposal. These 
powers are discount operations, intervention in the gold and foreign-exchange 
markets, control over certain interest rates, and control over the credit institu- 
tions’ foreign lending. Open-market operations, while available to the National 
Bank in a meaningful sense since 1954, have been given only limited scope 
and, moreover, could not be undertaken during the current phase of high-level 
economic activity because of the bank’s slender portfolio of open-market 
paper. The existing commercial-bank liquidity requirements are designed ex- 
clusively for the protection of depositors. 

The Swiss National Bank has made extensive use of moral suasion (which 
could be dubbed “monitory policy”), particularly through numerous gentle- 
men’s agreements concluded with the banks as a whole or with specific groups 
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of credit institutions, and at times also with certain important financial inter. 
mediaries. Over the past thirty years, such agreements have covered at on 
time or another virtually every sector of the Swiss money and capital markets 
their objects having included ceilings on mortgage loans, special cash resery 
requirements, nonpayment of interest on foreign-owned deposits, and limita. 
tions on commercial-bank foreign exchange purchases. The crucial role of 
these agreements—which a leading Swiss banker early this year described as 
“a typically Swiss solution”—is recognized by both authors, who describe the 
background, characteristics, functioning, and results of each agreement jp 
great detail (Lutz, pp. 164-76, and Rudolf, pp. 74-120). While stressing the 
advantages of these accords—such as the relative speed in concluding them 
and the possibility of applying them selectively—the authors recognize their 
disadvantages, in particular the lack of legal enforceability and the virty 
impossibility of using such agreements to effect major shifts in monetary pol- 
icy. The authors therefore conclude that gentlemen’s agreements (and moral 
suasion in general) cannot and should not be used as full-fledged substitutes 
for the more orthodox instruments, a view shared by the Swiss National Bank 
Both authors consequently advocate at least a broadening of the National 
Bank’s open-market powers and the introduction of statutory variable reserve 
requirements. Rudolf, writing from the point of view of the banks, argues in 
addition for the introduction of deposit insurance and for the central regis 
tration of commercial bank loans. 

Despite the clarity of exposition and wealth of detail of both monographs, 
however, the sophisticated reader will miss a unifying theme. Although Lutz 
introduces his study by reviewing the theory of central banking and Rudolf 
by expounding the role of the commercial banks in economic fluctuations, 
neither author stops to investigate the actual goals of the Swiss National 
Bank’s over-all policy, Such a discussion would have added immeasurably to 
both works by relating the instruments and policy measures described to the 
broader aims pursued by the National Bank within the framework of the 
Swiss economy. 

Joun Hew 

Federal Reserve Bank of New York 


Public Finance; Fiscal Policy 


Ricardo on Taxation. By Cart S. SHoup. New York: Columbia University 
Press, 1960, Pp. 285. $6.00. 

This is a thorough examination of Ricardo’s writings on taxation, primarily 
of the taxation chapters in the Principles of Political Economy and Taxation, 
but with full use of the pamphlets, speeches and correspondence. After two 
introductory chapters, the first dealing with the reception of his work on 
taxation by his contemporaries and later critics, the second giving an all too 
brief discussion of Ricardo’s “macroeconomic system,” Professor Shoup pro- 


ceeds to a chapter-by-chapter analysis of Ricardo’s Principles. Each chapter 


of Shoup deals with a chapter of Ricardo, and with extensions of the reason 
ing of that chapter in his other writings. Thus Chapter 3, “Taxes Paid out of 
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Capital: Taxes Paid out of Income,” examines Ricardo’s Chapter 8 “On 
Taxes” in which this issue is discussed. Chapter 4, “Specific Tax per Unit of 
Agricultural Produce,” examines Ricardo’s Chapter 9, “Taxes on Raw Pro- 
duce.” And so it goes through taxes on land rent, on agricultural output 
(tithes), on land, on gold and houses (two chapters of Ricardo here to one in 
Shoup), on profits and on wages. Ricardo’s Chapter 17, “Taxes on Other 
Commodities” is dealt with in Shoup’s Chapter 11 as a discussion of “War 
Finance.” Shoup’s Chapter 12, “Taxes and Bounties on Foreign Trade,” 
brings together material from several of Ricardo’s chapters beginning with 22. 
His chapter on “Taxable Capacity” is chiefly concerned with Ricardo’s Chap- 
ter 26 on “Gross and Net Revenue.” There follows a chapter dealing with 
“miscellaneous” and unimportant tax issues. 

An interesting chapter on “Ricardo and the British Tax System of His 
Day” emphasizes the feeling developed in the earlier chapters that Ricardo 
was very remote from reality. Shoup said at the beginning of his book: “In 
Adam Smith’s long chapter on taxation the reader is treated to a rich slice of 
real life, against a background of somewhat undependable economic reason- 
ing; with Ricardo we move on a high level of economic abstraction, supported 
by generally dependable reasoning, based however on dubious postulates of a 
most sweeping nature” (p. 14). A final chapter, “An Appraisal of Ricardian 
Analysis” recurs to this theme: “Given the economic world that he had cre- 
ated in his mind, Ricardo succeeds brilliantly in demonstrating the effects of 
taxation on the distribution of income among the three claimants” (p. 249). 
The trouble is that Shoup seems too fascinated by the intellectual problems of 
the analysis. “Puzzling out some of the Ricardian passages becomes almost 
the game of solving cryptograms” (p. 253). He is too iittle concerned with 
what Schumpeter called the “Ricardian Vice.” His attitude is illustrated by 
his reference to Malthus: “Ricardo has a system-building mind; he is an in- 
tellectual architect of the first order. Malthus may have had more insight 
than Ricardo on particular economic problems, a more fruitful intuition, and 
a broader grasp of the social environment in which economic forces operate, 
but Malthus never took the trouble, or never was able, to link his observations 
into a closely articulated whole” (p. 252). But then of Ricardo he had said: 
“Tt must be confessed that for the most part the conclusions on taxation and 
capital are again inherent in Ricardo’s system, and are correspondingly 
simplified.” 

As a student of the classical literature whose interest in it is not anti- 
quarian but is in the contribution that the study of this literature can make 
to the better understanding of the world of today, I have found this analysis 
of Ricardo disappointing. Lest it were my lack of sympathy with Ricardo that 
led to this disappointment I reread the taxation chapters of the Principles. I 
found that they could have been examined for their value in suggesting prob- 
lems and solutions rather than as providing a game of cryptograms. And I 
then wondered whether we do not now need to confess our inability to answer 
for the real world the questions that Ricardo answered for his simple model. 
The simple problems of particular equilibrium analysis we can handle fairly 
well; when it comes to the economy as a whole we are still pretty helpless. 
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Should not Shoup have considered more seriously the implication of his com. 
ment on the Ricardo-Smith-Buchanan controversy? “Thus Ricardo is able to 
agree completely with Smith and Buchanan when they lower their sights from 
grand generalizations about some widespread tax like one on raw produce tog 
common-sense analysis of a tax on a small item like malt” (p. 166). 


V. W. BLaven 
University of Toronto 


Federal Receipts and Expenditures during Business Cycles, 1879-1958. By 
Joun M. Freestone. Princeton: Princeton University Press, 1960, Pp, 
xvi, 176. $4.00. 


This book, which is one of the Studies in Business Cycles of the National 
Bureau of Economic Research, contains 75 pages of text and an appendix of 
97 pages of description of the series and of tables. For the first time, a 
monthly record of federal revenue receipts and expenditures has been ana- 
lyzed with respect to cyclical behavior 1879-1958. Cyclical patterns’ are 
traced: (1) 1879-1914, a period of peace; (2) the years of war and of transi- 
tion from war—1914-21, 1938-54; (3) the interwar years, 1921-38; and (4) 
the years 1954-58. In (1), (3), and (4), “the cyclical behavior of the series 
was substantially similar,” using as the test the method of analysis developed 
by Wesley C. Mitchell and Arthur F. Burns. 

The beginning year, 1879, was selected because monthly figures were avail- 
able only thereafter. As the appendix makes clear, the author has gone to 
great pains to make his figures homogeneous by taking account of changes in 
Treasury classification and accounting. Even so, the figures have limitations, 
most notably because they exclude receipts and expenditures in which the 
government acts as a trustee. 

For peacetime cycles the author finds a remarkably persistent and counter- 
cyclical pattern of behavior of surpluses in prosperity and deficits in depres- 
sion, with the influence of revenues the dominant factor. Expenditures typi- 
cally rose during depression and recovery alike. In the period 1879-1914, the 
behavior was “wholly apart from any concept of modern fiscal policy”; it was 
automatic, growing out of changes in the size of the revenue base, rather than 
out of changes in tax rates. Changes in rates, however, did occur and no at- 
tempt is made to measure how much influence they had on receipts, because 
such a measurement would be very hypothetical. The author does indicate, in 
chronological sequence, the important changes in revenue laws. 

Although the countercyclical behavior of federal surpluses and deficits 
1879-1914 is marked, the variations were too small to have much effect, being 
only 2 per cent of the average change in GNP during expansions and 8 per 
cent during contractions. In the 1954-58 cycle the patterns were accentuated 
because of built-in expenditures, the dominance of income-tax receipts geared 
to earnings, and the willingness of government to accept deficits. 

In war and transition periods (1914-21, 1938-54), the peacetime patterns 
are somewhat overlaid. In war, expenditure changes are overriding; in transi- 
tion, the peacetime patterns re-emerge, but this is attributable chiefly to the 
decline in expenditures. 
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While the careful analysis by Firestone provides few surprises, it does re- 
fute exaggerations which have crept into economic literature, and it quanti- 
fies, to some extent, the cyclical effects of the federal budget. Budgetary 
balance has consistently been upset by the business cycle, and the upsets have 
been countercyclical in their effects. Now that federal receipts and expendi- 
tures have become a much more important component of GNP, that the ampli- 
tude of swings in receipts has grown, and that both Congress and the Executive 
appreciate the fiscal techniques of economic stabilization, the likelihood of se- 
vere depressions has diminished. 

James A. MAXWELL 

Clark University 


Postwar Market for State and Local Government Securities. By Rovano I. 
Rosinson. Princeton: Princeton University Press, for the National Bu- 
reau of Economic Research, 1960. Pp. xxiv, 227. $5.00. 

Treasury-Federal Reserve Study of the Government Securities Market. Part I, 
July 27, 1959, pp. vii, 108. Part II, February 1, 1960, pp. vii, 159. Part 
III, February 1, 1960, pp. vii, 112. Washington, D.C.: Secretary of the 
Treasury and the Board of Governors of Federal Reserve System. 

Although billed as a dispassionate description and analysis of the operation 
of one sector of the capital market, Robinson’s book is essentially a pitch for 
the removal of the tax-exemption privilege from the interest income of state 
and local government securities. His thesis is that taxation of interest income 
by the federal government will yield so much revenue that states and local 
governments could be offered a subsidy greater than that obtainable from tax- 
exemption of their securities and still net the U.S. Treasury an increase in 
revenue. 

This is the latest definitive study of tax-exempt securities by an economist. 
Its thorough treatment of the subject places it in the same category with 
works by Charles O. Hardy for Brookings (1926), Harley L. Lutz (1939), 
Lucile Derrick (1946), Lyle C. Fitch (1950), and George E. Lent (1955). 

An analysis of the demand for funds by state and local governments is 
followed by a description of who buys their bonds, how much, and why. The 


analysis of the supply of funds by investors is the more difficult task, and the 


author does not here acquit himself as well. Observations such as “State and 
loc&- government obligations are the second choice of many investors, the first 
choice of very few” (p. 99) are entraneous. Robinson’s descriptions of the 
marketing of'new issues of state and local securities and their secondary mai- 
ket are succinct, colorful, and penetrating. It is here that his interviews with 
people close to the market have paid off: statistics alone could not have pro- 
duced such clear exposition. 

The work reaches its culmination when the author seeks to divide (mathe- 
matically) the “tax-exemption subsidy” between reduced borrowing costs and 
investors’ surplus, First he determines what the income tax liability would 
have been if, instead of tax-exempts, banks and casualty insurance companies 
had purchased corporation bonds and individuals had purchased either corpo- 
rate bonds, common stocks, or half of each. Second, the true differential be- 
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tween taxable and tax-exempt bonds is assumed to be the difference between 
Moody’s Corporate Bond Yield Index, based on 30 bonds, and Moody's 
Municipal Bond Yield Index, based on 5 bonds, for each of the 4 top ratings 
Aaa, Aa, A, and Baa. For lower-rated and unrated issues the author devises 
his own differential. In view of his explanations of the legal pitfalls surround. 
ing municipal securities (p. 50), his insistence that the true differential can 
be no greater than the difference between the two indexes is incongruous, 
Third, his differentials are multiplied by the amounts of bonds sold each year 
in each category to determine the interest-cost reduction. 

The interest-cost reduction each year is divided by the federal tax loss, ie, 
the income tax liability if taxable rather than tax-exempt securities had been 
purchased, to determine the percentage of such loss retained by state and 
local governments. Table 29 shows the percentage dropping from 67 per cent 
in 1947 to 20 per cent in 1953 and increasing thereafter. Although figures for 
1945 and 1946 are given in the appendix, the computation of the division of 
the “tax-exemption subsidy” was not carried back beyond 1947 when a net 
disinvestment in tax-exempts by individuals and casualty insurance companies 
resulted in an investors’ deficit rather than surplus. Basically, the percentage 
of federal tax loss retained by state and local governments as reduced borrow- 
ing costs is a function of the differential. 

In the foreword, Raymond W. Goldsmith says, “since [1956] the devalua- 
tion of the tax-exemption privilege has proceeded further.” Since state and 
local governments retained only 20 per cent of the value of tax-exemption in 
1953, according to Robinson, it would follow that they retain a much smaller 
percentage today; perhaps the tax-exemption privilege has lost its value to the 
issuing authorities. Robinson’s prose overstated the case that his arithmetic 
merely illustrated. 

For a book about the securities industry, where interest rates are often 
figured to a half-dozen decimals, the arithmetic calculations are not ex 
emplary. There are too many tables where the numbers do not add up. 
References are handled carelessly: a consistent pattern of citing by exact 
titles, authors, and publishers is lacking; some works are cited without au- 
thors or publishers, making tracing to the original source impossible. The 
book is well written and informative, but its approach is not scholarly. 

From its title the second book apparently complements the first. While 
Robinson’s study is broad and covers a ten-year period, the government re- 
port is focused entirely on federal financing during 1958. One of the most 
elusive facts about the study is its authorship. The reports keep referring to 
the “committee” that listened to the remarks of the consultants and synthe 
sized their discussions into a cohesive report. The “committee” seemingly 
consisted of economists and statisticians. If there was a political scientist ora 
sociologist among them, his influence never seeped through to the printed 
word. 

Part I of the study is concerned solely with opinions of 119 consultants 
from the financial world on the functioning of the market for government se 
curities, the causes of the extreme cyclical variation in prices of government 
securities in 1958, and the question of whether an “exchange” in government se- 
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curities should be organized. Suggestions for stimulating an active market in 
ts included the re-introduction of the tax-exemption feature (pp. 
46, 80, 93), which now applies to securities of states and local governments. 

Part II of the study is a statistical exposition of the situation in the govern- 
ment securities market, but basically it is a defense of the money managers 
for the slovenly market of June 1958. The Treasury-Federal Reserve group 
scrutinized the effect of countercyclical fiscal and monetary policies on gov- 
ernment interest rates and cautioned against the possibilities for speculation 
during the recovery phase of the business cycle when governmental inflation- 
ary policies have not been completely halted. 

Part III consists of working documents for Treasury and Federal Reserve 
officials. Citations to sources are nonexistent or given in an offhand manner. 
Four related subjects are explored: the adequacy of market statistics, margin 
requirements, the repurchase agreement, and the need for an association of 
dealers in government securities. 

The two books are timely and have value for those interested in doing 
intensive research in public securities. 

Henry J. FRANK 

Princeton University 


Public Finance in Theory and Practice. By A. R. Prest. Chicago: Quad- 
rangle Books; London: Weidenfeld & Nicholson, Ltd., 1960. Pp. 408. 
$7.50. 

Taxation and civilization are correlative. At this stage of civilization books 
concerning taxation and public finance abound. Since there is no dearth of 
literature in the field all new works must be evaluated to determine their 
specific contribution. From Christ’s College, Cambridge, England, A. R. Prest 
presents this analysis of theoretical public finance and a most welcome ex- 
planation of the taxing process of the United Kingdom. The book is written 
in a comprehensible style and is indeed a contribution to the further under- 
standing of this increasingly complex subject. 

Any American reader will find the comparative analysis of U.K. and U.S. 
taxing systems most enlightening. It includes tabulations showing the rela- 
tive tax positions of farnilies under the income tax laws of the respective 
countries. Noteworthy is the discussion of capital gains taxation which in- 
cludes theoretical consideration of the issue and provides as well some analo- 
gies between U.K. and U.S. treatment of the problem. Prest states (p. 289): 
“Indeed, it could be argued that in some respects capital gains are treated 
more harshly in this country than in the U.S., where there is an explicit tax on 
them.” This comment may come as a surprise to many who believe that 
capital gains escape taxation in the United Kingdom. With reference to capital 
gains taxation in the United States Prest says (p. 300): “. . . there seems no 
doubt whatever that the taxation of capital gains is the subject of more 
acrimony and more time-consumption on the part of officials and taxpayers 
than any other aspect of the U.S. Federal income tax.” 

Other discussions of particular interest to readers in this country include 
those of national debt, the national insurance funds, expense allowances, dis- 
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tinctions between earned and unearned income, and taxation of overseas ip. 
comes. After a brief general introduction, the book is subdivided into three 
sections covering analysis, description and policy. A short, selective bibliogra. 
phy is presented at the end of each of the three subdivisions. The bibjj- 
ographies are adequate but they are not comprehensive. 

This reviewer would take exception to the statement found on page 16; 
“We have discussed the historical origins and growth of the main present-day 
constituents of the subject-matter of public finance.” The background dis. 
cussion began on page 13 with reference to Adam Smith, Ricardo, and Mill, 
This can hardly be called a full discussion of historical origins. Similarly, at 
page 24, reference is made to the long history of direct and indirect taxation, 
The only historical reference is again J. S. Mill, with no comment about the 
Physiocrats. 

On the positive side one must praise the author for a relatively concise 
treatment of subject; 408 pages including bibliography and index for a com. 
prehensive and informative volume is an achievement. This volume is a 
creditable addition to the extensive list of articles and publications of A. R. 
Prest. At this particular time in history a more universal view of ideas and 
procedures is essential. The U.S. reader has much to gain by delving into 
this work on public finance. For text use, for supplementary reading, or for 
reference material, the book under review can be used with profit. 

JANET K. MEssinc 

Hunter College 


Gosudarstvennyi biudzhet SSSR. (The State Budget of the USSR.) By K. N, 
Protnrkov. Moscow: Gosfinizdat, 1959. Pp. 422. Rbl. 9.20. 


This is a supplementary text for use in institutes and university depart- 
ments training students for careers in financial administration. Its 32 chapters, 
in 6 parts, cover: (1) the Soviet state budget’s function in the economy, its 
internal structure, and its relation to the constituent budgets of Republics and 
regions; (II) taxes and other revenues; (III) income and outlay relations 
between the state budget and industry, agriculture, trade, and municipal 
services, on both current and capital account; (IV) outlays for social security, 
education, and national defense; (V) budget planning and review; and (VI) 
financial supervision, inspection, and control procedures. 

The author, Professor Kirill Nikonorovich Plotnikov, has been a major 
writer in the field for over twenty years. His career was crowned recently by 
his appointment as director of the USSR Academy of Sciences Institute of 
Economics. In the fall of 1959 he was one of a delegation of outstanding 
Soviet economists which visited the United States under the US-USSR cultural 
exchange agreement. 

Unlike the author’s 1948 and 1955 treatises, Biudzhet sotsialisticheskogo 
gosudarstva (The Budget of the Socialist State) and Ocherki istorii biudzheta 
sovetskogo gosudarstva (Essays on the History of the Soviet State Budget), 
this book contains few figures. Its emphasis is on the procedures employed in 
making up and carrying out annual state budgets under post-1957 institutional 
arrangements. Plotnikov notes in his preface that the history and evolution of 
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Soviet budgets are not treated, “in order that students’ attention should not 
be deflected from the main questions of budget work,” and that the data used 
in examples and calculations are hypothetical. Taken by itself, therefore, this 
descriptive survey is mainly valuable for its discussion of questions concerning 
proper functioning of the present day budget system. Taken together with the 
author’s earlier work, plus the figures for recent years available from statistical 
handbooks and technical journals, this volume supplies an informed and judi- 
cious commentary that rounds out a comprehensive analysis of the budget’s 
role in Soviet economic life. 
HuNTER 
Haverford College 


International Economics 


Europe’s Coal and Steel Community: An Experiment in Economic Union. By 
Louis Lister. New York: Twentieth Century Fund, 1960. Pp. 495. 
$8.00. 

An unusual experiment in the social control of business has been under way 
since 1952 in Western Europe. At that time a group of contiguous countries 
agreed to place the heart of their industrial life under the direct regulation of 
a common supranational organization. 

Many individual countries have undertaken to regulate domestic industry, 
and occasionally a group of nations have entered into treaty arrangements to 
cooperate in the regulation of industries operating in more than one country 
or on the high seas. But such treaties have generally relied upon national 
governments to give effect to the agreed regulatory principles, and at most the 
industries in question have been of peripheral concern to the participating 
countries. Coal and steel, however, are the foundation of Western Europe’s 
industrial life, and under the European Coal and Steel Community these in- 
dustries of the six member countries are subject to direct regulation by the 
administrative structure created by the treaty setting up the Community. 

There is another respect, too, in which the ECSC is unique. Countries 
before have formed customs unions, but it is unusual for a group of countries 
to merge just a part of their national economies. The supranational character 
and partial approach to integration of the ECSC experiment hold a fascination 
for students of international economic affairs and government-business rela- 
tions. 

Americans, particularly, can compare the arrangement and experience of 
the Community with efforts of the thirteen original American states to co- 
operate from 1781-1789 under the Articles of Confederation and the subse- 
quent strengthening of powers of the central authority under the federal 
Constitution, The Coal and Steel Community has gone beyond the articles of 
Confederation in making the supranational agency financially independent of 
the member governments (permitting it to tax the industry directly), in pro- 
viding for direct relations between the supranational agency and enterprises 
in the industries concerned (permitting the agency to levy fines and providing 
the enterprises recourse to supranational judicial review), in denying to mem- 
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ber governments powers to regulate trade in coal and steel between the states, 
in requiring concerted policies toward trade with outside nations, and also in 
relaxing the rule of unanimity. However, it has fallen well short of creating a 
federal power. Thus the ECSC stands midway between the Articles of Con. 
federation and the federal Constitution; it was designed to secure some of the 
benefits of economic union without incurring the full subordination of eco. 
nomic life of member states which has been the result of the U.S. federal union, 

How has the more limited union worked out? Are gains from it discernible? 
Have the objectives of union been frustrated by conflicting national interests 
left outside the common undertaking? To what extent will such conflicts be 
eliminated by the creation of the broader European Common Market? On 
these questions Lister’s analysis throws considerable light. His own assess- 
ment is that “the need is for more, not less, integration.” 

The prime economic objective of the Community, of course, was to secure 
the advantages of specialization and trade in coal and steel. Greater pro- 
ductivity, lower costs, lower prices, greater output, higher wages—in short, 
economic efficiency and progress—were the major economic goals, subject 
however to a parallel concern that high employment should be maintained and 
that disturbances in economies of member countries should be minimized. 

In a common market with competitive conditions equalized, competition 
was to provide the driving force for realizing the main objectives. But this 
move in the direction of economic liberalism was taken by six countries each 
with a long history of accepting private restrictions as the natural and inevi- 
table end of the exercise of competitive freedom, each with strong private 
organizations of business associations in those parts of the coal and steel in- 
dustries which were not nationalized, several with a high degree of public 
ownership and management of parts of the industries, and most with govern- 
ments actively influencing the private conduct of business in these fields. How 
far has the move to “let a little of the air of competition” into Westen 
Europe’s economy succeeded? Are resources coming to be used more effi- 
ciently? What are the evidences for economic progress? The author marshals 
the evidence one needs to answer these questions. 

After an initial chapter on background and objectives, he takes us on tour 
of the Community explaining where production of coal and steel takes place, 
where the markets are within the Community, and where the industries draw 
upon outside sources and supply outside markets. 

After these two informative introductory chapters, Lister considers costs of 
production and investments. He exhibits great industry and considerable inge- 
nuity in developing evidence on the average real and money costs of finished 
steel in the main steel-producing countries of the Community as compared with 
the United Kingdom and the United States. His interpretation of the available 
data, which brings in locational factors, consideration of the significance of 
jointly supplied products, governmental influence on prices of raw materials 
in different countries, differential productivity, hourly payroll costs, and labor 
costs per ton, is both cautionary and instructive. Of considerable interest are 
his findings that average labor and material costs vary little among European 
producers (Italy excepted) and that lower U.S. costs of raw materials offset 
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higher U.S. labor costs so that taken together they are not greatly different 
from, for example, German costs. However, from the higher domestic U.S. 
price for merchant bars and higher costs per ton for new plant in the U.S. 
which the author gives, it would appear that American capital costs per ton 
are higher. The author does not give us a complete resolution of final sales 
value of steel into all its cost components including overheads nor is he able 
to trace all cost components over time, but the information he has assembled 
is employed skillfully in exposing important differences between national 
industries. 

To the discussion of costs Lister links an analysis of the record of expansion 
and the role of the High Authority in contributing to the development of the 
industries along lines of comparative efficiency. By pointing up the relation- 
ship between national governmental price fixing, the availability of internal 
business savings, and the extent of self-financing of new investment, he con- 
trasts the limited powers of the supranational authority and the importance 
of powers retained by the individual states over their national industries. 

This theme is reinforced by his conclusions on costs and investments of the 
coal industry, in which national price policies and investment programs are 
found to be of greater significance than the common market arrangements in 
shaping the direction and pace of investment. Loans by the High Authority 
have been a minor source of financing; and its special subsidies, financed 
by a levy on low-cost producers in the Ruhr and Netherlands, have served 
mainly to keep alive the high-cost mines of south Belgium rather than to aid 
consolidations or shutdowns required to increase the competitive position of 
that region. (However, more recent events—notably the new readaptation pro- 
gram approved by the Council of Ministers in December 1959—hold out the 
prospect that this function of the agency may yet prove to be more effective.) 

The continued prominence of national governmental policy is further 
stressed in the author’s exposition of the industries’ organization in chapters 
on concentration, concerted practices, prices, and competition. These chapters, 
and the related appendixes on the concentration movement in the French 
steel industry and the reconcentration movement in German coal and steel 
since the second world war, will be read with interest by those who have been 
looking for evidence on the metamorphosis of European market structures 
under the postwar European “new look” at the problem of private monopolies 
and cartels. In seeking to describe the ownership and control relationships in 
the two industries, Lister finds it meaningful to work with “groups” of firms 
spanning both coal and steel industries and having common interests through 
interlocking directorates or officers, equity participations, or long-term con- 
tracts. Beyond spotting and delimiting such groups, he finds numerous links 
between them, so that one should think of an industrial structure which hangs 
together. Groupings are interrelated rather than independent. 

Lister marks an increase in concentration of control, particularly in the 
steel industry (coal having been nationalized outside the Ruhr), with the 
advent of the new Community and attributes it to the increased uncertainty 
resulting from the wider market area and the desire of firms to strengthen 
their position. He gives evidence on the extent of concentration of the Ger- 
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many steel industry in 1959 compared with the situation in the 1950's ang 
the late 1920’s and finds the structure, while not so heavily dominated by a 
single firm, still oligopolistic. The advent of the Community has not resulted 
in any great new interpenetration of capital across national frontiers. The sub. 
stantial German, French, and Belgian holdings across national lines developed 
before the second world war. The Community contrasts with the U.S. market in 
that no firm or group controls plants in nearly every part of the union as US, 
Steel does here. Thus, while the national steel industries are oligopolistic and 
organized in national associations, they do not enjoy the unifying principle ofa 
dominant firm for the whole market, nor is there yet any indication that sucha 
dominant firm is emerging. 

Competition in coal is importantly conditioned by nationalization of coal 
mining and importing, notably in France, and by governmentally sanctioned 
private sales syndicates, notably in Belgium and the Ruhr. The private sales 
syndicates controlling supply to southern Germany, Lister is able to report, 
have been reconstructed to enlarge the range of alternatives to wholesalers 
and larger buyers. 

Lister finds little prospect for local competition among coal producers; 
more for interregional competition where regions may draw upon different 
sources; but mostly he looks to competition from U.S. coal and from oil as 
providing the main pressure on coal prices in the Community. The measures 
governments in the Community have followed to protect their domestic coal 
mining industries against the disruptive swings in the landed cost of U.S. coal 
(fluctuating with freights rates) and pressure of increasing supplies of cheap 
petroleum come in for discussion in a chapter on the energy market. 

Costs of transportation affect competition in coal and petroleum marketing, 
and the chapter on transport rate problems of the Community illuminates 
many of the problems of competition discussed earlier. The author evidently 
reserved the discussion of transportation until late in the book because of the 
fine illustration it provides for his central theme that the Community is too 
limited in scope and reserves too much power to member nations. This theme 
is also reinforced by the consideration in later chapters given to external 
commercial policy and trade and to social policies. 

Lister has given us a workmanlike book that reflects a deep understanding 
of the industries in question and the forces pulling in different directions on 
this infant Community. The volume greatly illumines the realities of Euro- 
pean integration and will be appreciated by all who seek to understand 
Europe’s experience to date with its new institutions. 

HERBERT B, WOOLLEY 

National Bureau of Economic Research 


Preispolitik im teilintegrierten Markt. By Gottrriep Erp and Peter Rocce. 
Ver6ffentlichungen der List Gesellschaft No. 9. Tiibingen: J. C. B. Mohr 
(Paul Siebeck), 1958. Pp. xii; 228. DM 17; paper, DM 13.50. 

In its most recent annual report—for 1959—the High Authority of the 

European Coal and Steel Community complains that the arrangement “for 
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coordinating the work of the High Authority with the general economic poli- 
cies of the Governments has proved inadequate to resolve some of the practical 
difficulties ecountered, more particularly in the field of price policy.” The 
complaint is not new; the High Authority has been worried about this problem 
for a number of years. What has been happening, specifically, is that the gov- 
ernments of the countries in the Community, especially France and Germany, 
have been exercising substantial and often decisive influence on coal and steel 
prices even though they gave up the right to fix those prices when they signed 
the Schuman Plan treaty. 

The source of the difficulty is partial integration which makes a conflict of 
this sort almost inevitable. The coal and steel industries of the six countries 
form part of an integrated market under the treaty but they are also parts of 
national economies that are not as closely linked with one another as the coal 
and steel industries are supposed to be. The High Authority looks at the 
matter from one point of view, the governments from another. Without reneg- | 
ing on their treaty commitments, the governments not only have to take 
account of more immediate pressures than the High Authority but want to fit 
coal and steel prices into their broader economic policies. As a result the Com- 
munity’s price structure is not what one would expect it to be if only the High 
Authority’s policies were effective. The discrepancies are also made possible 
by the limited degree of interpenetration of national markets that exists in 
spite of the removal of trade barriers and by a whole range of factors that . 
limit flexibility in coal and steel prices. High demand sharpens the discrepan- i 
cies; slack markets make for higher interpenetration and a certain leveling of i 

ces, 
Partial integration has been much discussed in the light of recent European i 
experience but the subject lacks a good analytical literature. The main virtue 
of this highly competent book by Erb and Rogge—two members of the List 
Gesellschaft’s staff—is that it thoroughly and carefully surveys and docu- 
ments one part of the problem. The book is principally an account of the price 7 
policies of the High Authority and of the national governments during the 
transitional period that ended in February 1958. The actual movement of i 
prices is also examined and the book contains 40 pages of useful tables and 
charts. The authors miss nothing of importance; their systematic exposition 
clarifies many of the issues. There are good and interesting analyses of a 
number of points. Erb and Rogge are realistic about the limited applicability 
of simple models to the price experience of the industries they are examining. 
They cal] attention to the factors outside their prescribed subject which influ- 
ence the price patterns. 

Within the limits they have set themselves Erb and Rogge have done a good 
job and drawn modest conclusions, The subject warrants going beyond these 
limits. The problems of partial integration involve more than the differences 
in national and international policies. What we need now is some close study of 
the direct effects on an industry of being imbedded in a national economy 
while becoming in some degree integrated with the industries of other coun- 
tries; and also of the economic consequences of this kind of partial integration 
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as contrasted with what we think we know about complete integration on the 
one hand and traditional trade liberalization on the other. Is there, indeed, a 
separate subject? 
Dresorp, Jr. 
Council on Foreign Relations 


L’Europe unie, route de la prospérité. By Maurice Attats. Paris: Callmann- 
Lévy, 1960. Pp. 373. 22 NF. 

This entry into the torrent of books on European integration by the dis- 
tinguished French theorist and econometrician starts out as an analytical 
study but fairly quickly shifts to pamphleteering. Before he is done Professor 
Allais has made proposals for ending the war in Algiers, for German unifica- 
tion, for nuclear disarmament, for challenging the Soviet Union to quinquen- 
nial comparisons of real national product per capital @ /a Gilbert and Krayis 
(an “Open Cupboards” proposal?), along with a take-it-or-leave-it scheme for 
integrating Commonwealth preference into the European Economic Commy- 
nity. Winner of the “Grand Prize of the Atlantic Community,” the book pre- 
sents a powerful, even passionate, plea for the Common Market and ultimately 
an Atlantic Economic Community, based on liberal principles of free enter- 
prise and free markets. It is addressed, however, to a broad public and not to 
the economist. - 

Allais’ enthusiasm is not contagious in this quarter. One can agree with 
many of his conclusions, whether for freer trade, or against agricultural re- 
striction, against integration through planning, or the uneconomic behavior of 
the European Coal and Steel Community. One can be thoroughly for the Six 
and for allocation through the market process. But he writes as a true believer, 
rather than as a scientist, even a partisan scientist. Much of his case rests on 
the general argument for free trade, rather than for a discriminatory redue- 
tion of tariffs. The defense of the Six seems to rest on the need for harmoniza- 
tion in the political sphere, but this receives only two pages (pp. 133-34). And 
his treatment of trade diversion (pp. 210-212) consists largely of dismissing it 
out of hand. 

Much the most interesting portion of the book for economists will be the 
opening chapters which seek to explain the difference in real income per head 
between France and the United States. This is calculated at 2.34 times in 
1957 (Gilbert and associates, whose work Allais cites elsewhere but not in 
this connection, give 2.4 for 1955 at United States weights but 1.8 at European 
weights). It is correctly asserted that this difference may be due to differences 
in natural resources, capital, labor, scale (yielding either decreasing costs or 
more intense competition), or to noneconomic factors, such as social mobility 
and love of output (what the Germans call “Produktionswut”). But I believe 
that the conclusion ascribing major significance to the competitive effect rests 
on shaky foundations. 

~ Resources and capital are eliminated by a@ priori reasoning. Resource in- 
dustries contribute only 25 per cent of French income. If resource products 
were available free of charge, French national income could be increased only 
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33 per cent (25/75). Therefore the importance of resources is limited. But 
this is reasoning by means of the labor theory of value. Allais uses a labor- 
theory-of-value explanation of the gains from trade and excuses it in a foot- 
note (p. 102). But it is inexcusable here. If France were to receive its resource 
products free, there is no way of knowing, without more information, how 
much income could be increased. It might be zero per cent, if the resources 
engaged in the industry were entirely specific. It might be 500 per cent if the 
resources engaged in the industry were working at sharply diminishing returns 
and could be put to work at constant or increasing returns outside. It is 
significant that the resource industries of France (p. 25) produce only 20 
per cent of income and employ 29 per cent of the active working force (these 
figures were averaged to reach 25 per cent above). Further, Charbonnages de 
France and Electricité de France have been prodigal in their use of capital. 

For capital, the Allais argument runs that the capital/output ratio is the 
same for the two countries. (This requires overlooking some French estimates, 
but this dees not upset me: I am prepared to agree that the capital/output 
ratio is the same all over the world.) Therefore capital does not count. But of 
course it is the capital/labor ratios which should have been compared. With 
linear homogeneous production functions and constant capital/output ratios, 
differences in output per capita are to be explained entirely by differences in 
capital/labor ratios. Sauvy has somewhere estimated the French capital/labor 
ratio at 1,000,000 old francs ($2,000) per man. I don’t know what the United 
States figure may be, but it is closer to $10,000. Here is room for some con- 
siderable portion of the difference, but Allais ascribes to it none. 

Nor in his estimation does quality of labor count. He recognizes that work- 
ers and staff in the United States have on the average more education than 
their counterparts in France, but a man is a man, and that is that. (Compare 
Leontief who claims that one U.S. worker is equal to 3 foreign.) 

Finally on scale, Allais asserts that the Verdoorn effect of increasing effi- 
ciency with scale is really a result of competition. American plants are bigger 
because competition made them more efficient, rather than more efficient be- 
cause bigger. Here is the familiar identification problem. 

Allais may be right: the competition of the European Economic Community 
may double French real income per head, as he thinks. I doubt that it will do 
so without raising capital per unit of labor or increasing scale. And if it 
does, as I too hope, it would seem to reflect more honor on economic intuition 
than on econometric calculation. 

C. P. KinpLeBERGER 

Massachusetts Institute of Technology 


The Tendency Towards Regionalization in International Trade, 1928-1956. 
By Ertk THorsecke. The Hague: Martinus Nijhoff, 1960. Pp. xiii, 223. 
f 25.00. 

Professor Thorbecke’s study appears at a time when economic regionalism 
is much in the news. While it appears that economic blocs are here to stay, 
their composition and the nature of the regional arrangements are changing. 
The non-Soviet world finds itself in a period of bloc formation and regrouping 
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whose eventual outcome cannot yet be foreseen. The division of the tradi 
world into the three regions considered by Thorbecke, the continental 0 
the sterling area, and the dollar area, owes its existence mainly to inter. 
national payments problems, although intrasterling trade relations had als 
been fortified by the empire preference system. In the absence of new forces 
of regional cohesion one should have expected the return to convertibility ang 
the gradual reduction of discrimination for balance-of-payments reasons to 
lead to a decline in the regionalization of trade. However, new bloc configura. 
tions have emerged, or are in the process of formation, based on considerations 
of market size and resource allocation, and perhaps also on political elements, 
Continental Europe is split between the Six and the Seven, a new Centraj 
American common market and a South American free trade area promise q 
similar division of Latin America, while discussions of an Asian bloc, an 
African free trade area, and some kind of North-Atlantic arrangement, leave | 
the future of the sterling area in doubt. Thorbecke’s study of the effects on 
trade flows of the regional arrangements of the 1930’s and the first decade 
following the second world war can thus not be taken as the description of a 
process which is still continuing, though it is, of course, of historical, theoreti. 
cal, and methodological interest. 

In Part I, the author describes the changes in the system of multilaterg] 
trade which have occurred between the interwar period (1928 and 1938) and 
the decade of the 1950’s (1953 and 1956). He divides the non-Soviet world 
into 10 regions, of which 8 can be fitted, in the manner of Folke Hilgerdt's 
League of Nations study, into a pattern of offsetting regional trade balances, 
Thorbecke tries to arrange a circular configuration in which each region has 
merchandise surpluses with those regions which are closer to it in the clock- 
wise direction and deficits with those which are closer to it in the counter- 
clockwise direction. Such a representation is instructive, but the author makes 
too much of it when he implies (p. 91) that a functioning world trade system 
depends on the establishment of such a neatly symmetrical pattern of trade 
balances. In the first place, trade can be optimally multilateral without a 
“great circle” arrangement of the trade balances. Secondly, service balances 
and regular long-term capital flows are an integral part of the system. As 
Condliffe points out in his foreword to the book, what may be described as 
multilateral or bilateral is really the payments system rather than trade as 
such. 

In Part II, Thorbecke shows that in the three regions mentioned earlier the 
ratio of intraregional trade to total trade has increased between the 1930's 
and the 1950’s (selected years 1928-1956). For all three regions taken to- 
gether this ratio rose from one-third in 1928 to about 45 per cent in 1954. In 
1955 this indicator of the degree of regionalization declined sharply for the 
sterling area, and in 1956 also for the dollar bloc and the continental OEEC. 
Since the computations do not go beyond 1956 it is impossible to say whether 
the return of convertibility has brought a reversal in the trend as far as these © 
three regions are concerned or whether 1956 was merely an atypical year. 

After a discussion of the changes in the intraregional trade balances, the — 
author analyzes for each of the three regions the determinants of the apparent 
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tendency toward regionalization under the headings of geographical, political, 
economic, and monetary causes. The first category is rather curious, since the 
geography has, of course, not changed. Monetary causes predominate, but are 
supplemented by “economic” ones, i.e., by changes in comparative advantage. 

A wealth of quantitative information is supplied in 61 tables as well as in 
the text, where fewer facts and figures and a shorter exposition might have 
made for easier reading. The book is, nevertheless, a valuable empirical con- 
tribution towards the development of the economics of blocs, which appears to 
be a field of rising importance. 

Rupotr R. RHOMBERG* 
International Monetary Fund 


*The opinions expressed in this review are not necessarily those of the International 
Monetary Fund. 


Foreign Aid Theory and Practice in Southern Asia. By Cuartes Wotr, Jr. 
Princeton: Princeton University Press, 1960. Pp. xix, 442. $7.50. 


This is a very informative and interesting book. It is divided into four 
parts. The first two deal with U.S. aid in Southern Asia and are mostly factual. 
Parts III and IV are concerned with the analysis and allocation of foreign aid. 
The central analytical question which the study raises is how to improve the 
allocation of foreign aid in a region, once the total amount to be allocated 
has been determined. 

The book starts by discussing the first years of U.S. economic aid to China, 
Korea and the Philippines. Next the effects of the emerging cold war on for- 
eign aid are considered. The Truman doctrine, proclaimed in 1947, confirmed 
the use of military and economic aid as key instruments of U.S. policy in the 
context of the cold war. Economic development was not conceived as a goal 
for any of the early Asian programs. The author then discusses the gradual 
development of U.S. aid in Southern Asia for the years 1951/57 and deals 
in detail with the aid allocation to various countries, explaining the principles 
of policy and describing the various agencies which were responsible for U.S. 
aid. 

The aid was divided in subsequent years into military aid and defense sup- 
port, and economic aid. It was only in later years that the requirements of eco- 
nomic development began to assume greater importance as can be seen from 
the figures of U.S. aid to Southern Asia during 1951/57. Total economic and 
technical aid obligations were $1,376 million as compared with $1,740 million 
of funds obligated for U.S. military (defense) support in the area. Further- 
more, appropriations for U.S. military end-item assistance to Asia and the 
Pacific amounted to $4,405 million. With the start of the Korean war, build- 
ing up military forces became a highly valued objective of U.S. foreign policy 
in Asia as well as in Europe. 

Reviewing the yearly allocations of the foreign aid, the author refers to a 
possibility of lowering “the rate of exchange” as between economic and mili- 
tary assistance in 1955 when no major local war existed. About the same time, 
growing emphasis was given to Asia and the objective of political stability 


| 
| | 
| 
| | 
¥ 


1094 THE AMERICAN ECONOMIC REVIEW 


ranked high. Congress continued, however, to assign the lesser value to the 
U.S. aid of stimulating development in “neutralist” (India) as contrasteg 
with friendly nations. 

While the reader obtains a mass of information on year-to-year decisions, 
not much is said on the effect of U.S. aid on the economy of recipient coup- 
tries or on the achievements of the aid objectives. It is not practicable to 
deal here in detail with the very interesting discussion of the objectives of the 
U.S. aid. It should not be difficult to state the objectives of military aid. One 
interesting point is made by the author. Although’ strengthening of internal 
security forces is one of the most important objectives of military aid, it can- 
not be evaluated in military terms. 

Dealing with the objectives of the economic aid, the author rightly discounts 
the importance of the two frequently mentioned objectives, namely extending 
the gains from trade and increasing supplies of strategic materials available to 
the United States. The important objectives of economic aid are to increase 
political stability, to reduce political vulnerability by making possible a higher 
rate of economic growth (development) in the recipient countries. The hy- 
pothesis of political vulnerability suggests a relationship between economic 
variables and political behavior, but as the author warns, both concepts are 
extremely vague. It would be helpful to know whether and how political 
stability is related to measurable indicators which can be affected by economic 
aid. 

The author has worked out a model for measuring the danger of penetra- 
tion (vulnerability). Under the heading “Economic Change and Political Be- 
havior” Wolf presents a model relating the notion of political vulnerability 
to the three socio-economic variables: economic aspirations, standard of liv- 
ing, and economic expectations. Each of the components is defined in terms of 
measurable indicators. A rudimentary test of the model’s predictive power was 
made using Indian data based on the 1951-52 elections. The author con- 
cludes that vulnerability indices derived from the model are of value in ex- 
plaining the regional distribution of communist voting and that the test results 
tended to support the basic hypothesis. 

It is very surprising to find that the index of political vulnerability of East 
India which includes West Bengal (Calcutta) was much lower than that 
of Central Indiaf and not very different from the all-India index. It would be 
interesting to compare this index with one based on the 1956 Indian elections 
at a time when more dependable data were available. 

With regard to the economic aid allocation, optimal allocation in a region 
requires, according to the author, country allocations proportional to the 
product of the vulnerability parameter based on the model and the produc- 
tivity parameter. The objectives of the aid would call for maximizing the 
political gains which can be obtained from it. A higher policy “value” would 
be accorded to a “large” than to a “small” country and also to a country with 
a “high” than a “low” initial vulnerability level in the case of countries of 
equal population. 

One could go on examining what other criteria should be used for allocating 
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U.S. aid in accordance with U.S. foreign policy. The author is well aware 
and points out that the allocation “results” yielded by the models would have 
to be adjusted in accordance with judgment for which models are no substi- 
tute. This is more true of the military aid allocation. The author makes an 
interesting point concerning substitutability of military aid; it may be some- 
times advantageous to substitute a seemingly higher-cost mobile U.S. tactical 
capability for apparently cheaper labor internal forces (local capability). 

Wolf is on shaky ground dealing with the allocation of aid between eco- 
nomic and military programs, which involves the comparison of incommensur- 
ables. One can agree with him that judgment should be focused on the desir- 
able balance between economic and military aid. Any such judgment would 
hardly be based on technical grounds, on an imputed “rate of exchange” be- 
tween the returns from these two forms of aid. This reviewer believes that 
only case studies could supply a good basis for providing an answer as to 
whether in some countries concentration on economic aid would not have 
strengthened political stability more than large military aid. 

The question might be asked whether the author has successfully carried 
out his assignment to work out an analytical approach for the improved allo- 
cation of the U.S. foreign aid. Wolf’s model which might be used to support 
judgment or decisions on foreign aid is rather original and interesting. It 
would have been helpful if the author had prepared real case studies using 
his analytical approach to the allocation of U.S. aid in Southern Asia. 

Throughout the book U.S. aid is regarded as an instrument of U.S. foreign 
policy. The scene is now changing and the main emphasis is being placed on 
promoting economic growth, on improving the level of living. The growing 
volume of the Soviet bloc economic assistance must also be taken into account. 
The author mentions on the last pages of the book that instruments available 
to U.S. foreign policy for meeting the “peaceful” dimension of the coexistence 
challenge are limited. 

Several factors must be considered. Other developed nations of the Free 
World are requested to provide economic aid. Such aid is being extended for 
example to India to help in financing the second five-year plan. The recipient 
countries might have a penetration or vulnerability index different from that 
suggested in this book, and they will not yield their right to decide where 
and how to develop their economy. The author, aware of the new develop- 
ments, points out that the question of what is the appropriate commitment 
of U.S. national resources to foreign aid is the one which will become more 
important than the problems discussed in the book. 

This development should not take away any merit from Wolf’s inspiring 
study. Quoting the author, “It will be a better answer—if intuition is informed 
by careful consideration of peaceful coexistence” and the book should be a 
good source for supplying information and guidance. However, so long as 
foreign aid remains basically an instrument of foreign policy, the role of 
economic theory and analysis in deciding aid allocation must remain limited. 

ANTONIN BascH 

Washington, D.C. 
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The End of Empire. By Jon Stracury. New York: Random House, 1959, 
Pp. 351. $5.00. 

The first line of this book declaims that its primary purpose is to consider 
Britain’s relationship to the world now that her empire is being dissolved, 
Fortunately this concern for Britain does not interfere with a more general 
treatment for those of us not fortunate enough to be Britishers. Much re 
strained since his Coming Struggle for Power, Strachey examines the general 
problem of modern imperialism with bold vivid strokes in a book which is 
worthwhile reading for anyone interested in the problem of imperialism, 

First there is a section on how an empire is built, taking British India as 4 
case study. While he never lets the reader forget he is a British apologist for 
the work of his national and personal ancestors, the story is told objectively 
and always with an eye on the modern world. Blending daring, corruption and 
violence, a lowly company of merchant “Ambassadors of Complaint” wrested 
control of Bengal almost by accident from an incompetent satrap of the decay- 
ing Moguls and gradually developed an ideal colonial administration with the 
wits to get out gracefully when the time came. What were the consequences 
for India and for Britain? For India, initially famine, plunder and devasta- 
tion; later, Vera Anstey’s “arrested development.” Marx (quoted from New 
York Tribune articles) pinpointed the British role as both destructive and re- 
generative; but according to Strachey, the real criticism was that the British 
did not “effectively break up the stagnation of Asiatic society.” Law, order, 
railways and health measures without rapid industrialization resulted in actu- 
ally worsening economic conditions. For England, the “drain of unrequited 
value” extorted from India helped the former to industrialize at the critical 
time. Now it is India’s turn to get some of that unrequited value back. For 
Britain and the West, assisting India’s take-off is repaying a debt. 

After describing the new Imperialism of the 1870's, Strachey sets forth the 
Hobson-Lenin explanation of imperialism which holds that investment of sur- 
plus capital abroad is a necessity for a major capitalist country and becomes 
even more so as concentration of industry proceeds. The trouble with this 
theory, says Strachey, is that the countervailing power of labor and “farmer 
cartels” was underestimated by these early analysts. With this kind of bar- 
gaining power, the masses got more of the share of the product than was an- 
ticipated. He quotes (p. 110) a passage from Lenin, which indeed acknowl- 
edges that with a rising standard of living in the developed countries, the drive 
of imperialism would peter out. 

At this point, Strachey notes that non-Marxist economists do not recognize 
this domestic impetus to imperialism, and he seeks to demonstrate, with con- 
siderable help from Gunnar Myrdal, what he calls the theoretical crux of his 
thought, namely that uncorrected market forces are not harmonious and equal- 
izing, as orthodox thought holds, but result in basic inequalities. Hence Lenin’s 
theory of imperialism is essentially correct, but he didn’t allow for political 
forces building up behind Keynesian economic prescriptions. Here Strachey’s 
thought is clearly related to his Contemporary Capitalism which, taken with 
the book under review, is in a series “intended to illustrate the democratic 
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socialist approach to the world’s problems.” The thesis of both books is that 
modern capitalism is basically a different animal from that of the 19th cen- 
tury variety because the political and social conditions of modern democratic 
states have modified the terms of exchange between labor and employers. The 
ization of society between subsistence-bound proletarians and savings- 
accumulating monopolists has not occurred. With mass markets, outlets for 
investment at home appeared, and the pressure to expand overseas was 
relieved. Taken together the two books form an interesting appraisal of the 
modern world from the standpoint of this modified Marxism. Much of its 
analysis will be unacceptable to many orthodox economists who believe the 
explanation of imperialism to be more complex than this unilinear sequence 
(though Strachey does pay lip service to other motives for imperialists). 

The second and third parts of the book contain a potpourri of things, often 
full of good insights, the most interesting of which concern whether empires 
pay. They have not paid, says Strachey, except for the unrequited value which 
helped in the original take-off. This value was an important contribution; and 
hence today, in shaping a post-colonial policy in place of imperialism, Britain 
and other rich countries have the moral responsibility of helping, in their 
turn, the take-off in the former colonial areas. Given the widening gap in the 
levels between the developed and underdevelopd world, Strachey following 
Myrdal holds redistribution is vital, and he comes up with a program of 
“assisted takeoff” in which the rich countries provide a small per cent of their 
growing GNP to developing countries to overcome initial inertia. Rich coun- 
tries must assume this moral mission, because it is right and necessary to do 
so. In Strachey’s words “If we offer the stone of indifference in place of the 
sword of empire we shall ourselves perish.” Again the orthodox will not agree. 

However this may be, one may raise the question of why, instead of an 
hortatory appeal, Strachey didn’t explore more of the character of this pro- 
posal. The really important question is not whether there should be such a 
postimperial program, but how it should be carried through. As this reviewer 
has maintained in his own book on mixed enterprise in India, Western business 
must accept more social responsibility for international investment and experi- 
ment with all kinds of new channels, public and private, for growth and profit. 
Wooing foreign investment is not the sole responsibility of the recipient coun- 
tries, but socially responsible private enterprise in the West must be prepared 
to adjust its demands radically in the modern postimperial world. Moreover, 
a social sense of long-term strategies must replace the simpliste, short-run, 
quick-gain and high-return notions, and public investment closely associated 
with foreign interest must supplant much of the current military-oriented 
foreign aid. The case rests not only on Strachey’s moral grounds; the West’s 
own economic welfare is bound up in the developing countries in the face of 
alien alternatives. The problem is for Western, especially American, business 
to change its ancient stiff-necked ethic and accept more long-run social re- 
sponsibility for its own market system if it really wants its own survival. 

L, SPENCER 

Howard University 
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The Latin American Common Market. By the Secretariat of the Economie 
Commission for Latin America, United Nations, Department of Ego. 


nomic and Social Affairs. New York: Columbia Univ. Press, 1959, 


Pp. 146. $1.25. 


During the first ten years following the second world war, Latin American _ 
average per capita product increased at the relatively high rate of 2.7 percent _ 


per year. This rate of growth appears to have resulted from exceptional fac. 
tors which brought to Latin American international commerce unusually favor. 
able terms of trade. Since then the fall in prices of primary commodities has 
resulted in a sharp decrease in the value of Latin American exports, a major 
consequence of which has been the decline in the growth rate in the region, 
Nor is this lower growth rate a temporary phenomenon under present arrange. 
ments, according to projections by the Economic Commission for Latin 
America. 

The problem that ECLA addresses, then, is how to achieve a similar growth 
rate to that of the postwar years so that while the total Latin American popu. 
lation grows from about 180 million in 1955 to a projected 300 million in 
1975, average per capita income will have increased by about 70 per cent 
during the same twenty-year period. 

What seems to stand in the way of achieving this worthy goal? The neces- 
sary very large rise in agricultural and industrial output doesn’t appear feasi- 
ble under the present institutional framework even with a large increase in 
foreign investment. Unless foreign investment increases at an increasing rate, 
depending on the rate of interest, servicing this investment would all too soon 
require repayments abroad equal to the incoming investment. 

The requisite growth rate is predicated upon the increased availability of 
machinery and equipment; but here the problem becomes manifest. The recent 
decline in terms of Latin America’s traditional trade results in a diminution of 
imports of machinery, equipment and intermediate goods vital to the growth 
of the area. Furthermore, owing to the low income-elasticity of demand for 
traditional Latin American exports, no sufficient rise in the volume of exports, 
is envisaged to offset the decline in value of exports, so that the imports of 
capital goods that can be financed will not suffice to maintain the requisite 
growth rate. Too, the effect of import substitution has been carried to sucha 
point, in many of the more developed states in Latin America, that any further 
decline in exports would affect the importation of vital equipment and inter- 
mediate goods and thus the level of output in those states, since they now 
manufacture much of the consumer goods demanded presently within their 

own borders. 

No one Latin American state has at present a sufficiently wide internal mar- 
ket to exploit the advantages of scale economies which obtain in the manu 
facture of much machinery, equipment, intermediate goods and vehicles, s0 
that in the present international trade framework, import substitution in these 
vital lines would only be accomplished at great expense to consumption and, 
in fact, would lead to an actual decline in the real growth rate. Nor could any 
Latin American state, in the early stages of development of a capital goods in- 
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dustry hope effectively to compete in the world market with the great indus- 
trial centers of the world in the present international trade framework. 

Thus ECLA concludes that a regional payments union which would substi- 
tute multilateral payments for the present bilateral arrangements, and some 
degree of preferential regional market system, to be accomplished gradually 
and flexibly over time, would provide an internal market large enough to ex- 
ploit economies of scale in those industries deemed vital to the further growth 
of the region. Inclusion of reciprocity principles would tend to diminish the 
advantages of the more developed segments within the region over the less 
developed, and would, by reducing fears and suspicions, encourage further 
multilateral trade development in the region. 

Although the report by the secretariat of ECLA did not go into the inter- 
national welfare implications, it is interesting to note that total imports from 
nonparticipants will not be decreased in their projections, but rather will in- 
crease. Indeed, to extend the economic logic of J. Meade, the removal of un- 
deremployed labor, with particular regard to underdeveloped regions, from 
employments where their marginal productivity is virtually zero to employ- 
ments offering superior productivity, without trade diversion affecting employ- 
ment elsewhere in the opposite direction to the same extent, can only increase 
the total of international economic welfare. 

GARNICK 

University of Buffalo 


Giant Among Nations: Problems in United States Foreign Economic Policy. 
By Peter B. Kenen. New York: Harcourt, Brace and Co., 1960. Pp. xv, 
232. $5.00. 


It has become increasingly apparent that neither the success of European 
reconstruction nor the easing of the global dollar shortage—two of the severest 
postwar challenges to the stability of the world economy—have perceptibly 
diminished the degree of involvement of the United States with international 
economic developments. Today, relatively new problems posed by, for ex- 
ample, Western European economic integration, the capital and other growth 
requirements of underdeveloped countries, and still unresolved older issues, 
such as the means of effectively stabilizing prices of internationally traded pri- 
mary products, seem to warrant as much attention in the formulation of our 
foreign policy in the economic sphere as reconstruction and the dollar gap 
did previously. That we must face these and other matters of importance with 
greater resourcefulness, imagination and intelligent planning than we have 
shown in the past conduct of our foreign economic affairs is the principal and 
recurring theme of Professor Kenen’s timely book. 

Written primarily for the nonspecialists but not lacking in scholarship, this 
compact volume explores the major aspects of current U.S. economic diplom- 
acy in the fields of foreign trade, investment and aid. The commercial policies, 
negotiations, and administrative operations carried out under our Reciprocal 
Trade Agreement Acts, the functions of and our relations with the leading in- 
ternational agencies conducting, promoting and regulating global trade, pay- 
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ments and lending (e.g., GATT, the IMF, the World Bank), our officigj 
policies and attitudes toward our private investment and our numerous foreign. 
aid programs, are all fairly thoroughly reviewed and in the main trenchantly 
criticized. Throughout, the prose is free of equivocation or jargon. The poten. 
tially widespread appeal of this book is substantially enhanced by its extensive 
use of data for analytical as well as illustrative purposes. In this respect it js 
markedly superior to the other (meager) nontechnical current literature jp 
this field, including the widely publicized report of the Rockefeller Brothers 
Fund (Foreign Economic Policy for the Twentieth Century, New York 1958), 

While avoiding invective, Kenen’s strongest criticism is directed at defici. 
encies which others have claimed to be characteristic of our foreign relations jp 
general—the growth of bureaucracy in administration, inconsistencies in pro- 
fessed goals and between objectives and actions, and narrowness in viewpoint 
when broad-mindedness is so urgently needed. And a case can be made for 
such views of our foreign policy in the purely economic area. Agencies responsi- 
ble for the administration of our postwar foreign-aid programs have tended 
to multiply, increasing the difficulties of coordination and slowing the pace of 
policy implementation. We openly preach liberalism in matters of trade poliey, 
but insist on reciprocity and, after much hard-headed bargaining, grant incon- 
sequential tariff concessions which are rendered even more meaningless by the 
maze of “escape clauses” and “peril point provisions” imbedded in our com- 
mercial treaties. We pride ourselves on principles of noninterference and claim 
openhanded generosity toward peoples of underdeveloped countries, yet seldom 
remove our grants from the context of cold-war diplomacy or divorce our 
public lending from the oftentimes overly confining criteria of “bankability” 
and “debt-servicing capacity.” 

This reviewer has no quarrel with what Kenen considers to be the defects 
of our foreign economic policy. However, the remedial proposals advanced 
have been voiced before and have as yet failed to gain acceptance with policy- 
makers, whether because existing institutions lack sufficient flexibility for the 
proposals to be implemented, or because they do not satisfy other desiderata, 
or because they are simply unsuited to the temper of the times. If progress is 
be made, new insight and imagination must be combined with a sense of what 
is achievable today—admittedly no easy task. 

The author is unduly pessimistic over the prospects of future significant 
tariff reductions under our Trade Agreements Acts, apparently not seeing 
that the emerging new trading blocs may help simplify and widen the scope 
of effective bilateral bargaining. And his negative attitude toward use of selec- 
tive fiscal incentives to promote our private foreign investment underscores a 
lack of complete realism when viewed against the background of the im- 
mediately pressing capital needs of the underdeveloped countries, the present 
preponderance of our private over our public lending, and the ever-uncertain 
level of the latter. But such shortcomings as these do not seriously detract 
from an otherwise enlightening little book. 


Seymour S. GoopMAN 
Tulane University 
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Soviet Economic Warfare. By Rosert L. Atten. Washington, D.C.: Public 
Affairs Press, 1960. Pp. x, 293. $5.00. 

A considerable stream of articles and pamphlets has emerged from the re- 
search work of the Soviet Bloc Foreign Economic Relations Project of the 
University of Virginia. Now Professor Allen, the Project director, has written 
a book-length summary of the findings. The book is intended for a popular 
audience; it contains no documentation or source references and the index is 
meagre, but the bibliography is excellent. Because of the absence of docu- 
mentation, the usefulness of the book for scholarly purposes is severely 
limited. The professional user of the Project’s research will find it more satis- 
factory to consult the scholarly articles and pamphlets, many of which contain 
the documentation on which the book is based. 

As the well-chosen title indicates, the book is about warfare, and the author 
approaches the subject of Soviet foreign economic policy primarily from 
that point of view. As one of the outstanding conclusions, the author presents 
the proposition that the Soviet Union uses its foreign economic policies “con- 
sistently and exclusively to promote the interests of the Soviet state,” with 
the corollary that the purpose of Soviet economic warfare is “undermining 
the efforts of the underdeveloped countries to establish equitable economic, 
political and social systems” (p. 3). The conclusion is based on an examina- 
tion of Soviet foreign trade policies and practices, credits for capital goods 
and arms, participation in UN technical assistance, Soviet economic and 
political goals, and economic capabilities. Following these topical chapters is 
a series of area studies dealing with Soviet policy in various groups of under- 
developed countries. The book contains a rich compendium of detail about 
the subject, but again the absence of documentation makes evaluation diffi- 
cult. One reads that “there is some evidence that Eastern Europe and par- 
ticularly mainland China have become jealous of Soviet agreements to extend 
assistance to some neutral countries” (p. 15), but since no evidence is pre- 
sented one does not know quite how to deal with this tantalizing statement. 

The book gives indications of having been hastily written, and on a num- 
ber of issues the author had not quite made up his mind. State trading, for 
example, is defined in one place as “the device of a faithless country whose 
announced goal is the conversion and subversion of the world” (p. 25), and 
in another place it is stated that “a nation which has adopted state trading 
and which did not use it in the total interests of the state would be seriously 
remiss in its responsibility” (p. 36). Whole paragraphs are repeated ver- 
batim, such as one referring to Soviet sales of wheat during the ’30’s “largely 
at the expense of literally starving Ukrainians” (p. 110 and p. 114). One is 
referred to Appendix A for data supporting a generalization about Soviet 
Bloc trade since 1938 and 1948, only to find that Appendix A contains no 
systematic data for those years (p. 118). More careful editing would have 
spared the reader these irritations. 

The author has had to thread his way gingerly through what is undoubt- 
edly difficult and contradictory material. He shows, for example, that there 
is no consistent pattern in Soviet foreign trade pricing policy. One does have 
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the feeling, however, that the Soviets are “damned if they do and damne 
if they don’t.” When they overprice their exports they are charged with bej 
“predatory” (p. 169) and when they underprice them (as in the case gj 
aluminum and tin) they are engaged in “questionable practices” (p, 171), 
There is an apparent paradox between the author’s findings that “much of 
Soviet performance so far has not been good” and that “there can be mp 
doubt that so far Soviet foreign economic activities have been successfy)” 
(pp. 246-47). But he faces the issue squarely and argues that the success js 
based on reasons other than actual performance, such as the novelty of 
Soviet aid, Soviet support of underdeveloped countries’ aspirations for jp. 
dustrialization, their desire to be neutral in the cold war, and other politica) 
factors. 


Soviet Economic Warfare contains an impressive quantity of material ona 


subject of great political and economic interest. Despite its technical weak. | 


nesses, it should be of interest to a popular audience. 


JosErH S. BERLINER 
Syracuse University 


Industrial Organization; Government and Business; 
Industry Studies 


Antitrust Policy, an Economic and Legal Analysis. By Cart KaYseEn and 
DonaLp F. Turner. Cambridge: Harvard University Press, 1959. Pp. 
xxiii, 345. $7.50. 

The central purpose of this impressive and provocative book is to propose 
that antitrust policy be revised so that its principal focus becomes the preven- 
tion of undue market power. The argument runs as follows: The chief aim of 
antitrust policy should be the maintenance of competitive processes, subject 


however to the condition that this is not incompatible with the desirable eco — 


nomic objectives of efficiency and progressiveness. The pervasive presence of 
oliogopoly is the principal source of jeopardy to competition; and the non- 
competitive parallel action of oligopolies cannot be adequately curbed under 
the present law, even if the provisions against restrictive agreements are 
broadly applied and full use is made of the provisions concerning monopoliza- 
tion. Moreover, the existing antitrust law, though increasingly concerned with 
market power, is deflected by its continuing emphasis upon undesirable con- 


duct, which makes it unreliable when it is applied to impairments of competi- 


tion by decorous means. The proper goal should be “the reduction of undue 
market power, whether individually or jointly possessed.” To this end there is 
need for a broad program of dissolution, divorcement, and divestiture de- 
signed to eliminate market power where possible unless those possessing the 
power can show that they derive it from economies of scale, valid patents, or 
the introduction of new processes, products, or marketing methods. 

The heart of the book consists of a statistical summary of the extent of 
oligopoly, a statement of the argument for the proposed revision of policy, 
discussion of the relevant economic and legal concepts, analysis of the opera 


tional problems that are likely to arise, and suggestions as to appropriate — 
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changes in law and administration. These appear in Chapters 1 to 4 and the 
last part of Chapter 8. 

The book has a second purpose, less fully worked out: to appraise antitrust 
policy generally and to make suggestions for improvement. Apparently the 
discussion of market power was supplemented (a) because the parts of the 
law that prescribe rules of conduct should be altered in some respects if they 
are to reflect a central purpose to condemn what contributes to undue market 
power; and (b) because if undue market power could be prevented the 
problems to which some other parts of the law are addressed would be simpler 
and the law could be correspondingly changed. Considerations such as these 
underlie the discussion of mergers, of price discrimination, and of some as- 
pects of the patent system. 

However, once the field of analysis has been broadened, it is not limited to 
matters thus related to the central theme. The book ircludes: general treat- 
ments of the scope of “per se” rules and antitrust aspecis of patent and price 
discrimination law; a discussion of exceptions to competitive policy, with 
special attention to surface and air transportation, crude oil production, and 
organized labor, and with a brief condemnation of the exemption applied to ar- 
rangements for resale price maintenance; a chapter concerned with the com- 
petitive impact of tax policies, government procurement, direct aids to small 
business, and commercial policy; and half a chapter concerned with general 
problems of administration and enforcement. What is said about nearly all of 
these topics is fresh, stimulating, and wise; but some of the discussions are so 
brief that they amount to little more than casual remarks. Labor is treated, 
for example, in four pages, transportation by rail, truck and air in five, tax 
policies in six. 

Moreover, the predominance of the book’s first purpose has distorted the 
volume in its balance and emphasis as a general analysis of antitrust policy. 
The clearest instance is the summary treatment given to collusive agreements. 
These receive sustained attention only as one topic in a general consideration 
of per se rules. Yet proceedings against restrictive agreements have long been 
and are now the most numerous, and probably are the most important, activi- 
ties under the antitrust laws. When they are given only casual attention, their 
role is easily misconceived. 

Thus the statement is made (p. 101) that in a market with many firms, 
none of which is dominant, it is difficult for a cartel to operate successfully 
without aid in controlling entry, either from the government or from a labor 
union. Yet in U.S. proceedings against restrictive agreements and in the prac- 
tices of cartels in those parts of Europe where the government neither curbs 
nor fosters cartels, there are many instances of other effective ways to cartelize 
small business—for example, by mutually exclusive arrangements for coopera- 
tion between a producers’ cartel and a distributors’ cartel. The antitrust laws 
have been effective in destroying the opportunity for such mutual support 
among cartels in this country. For this reason, the problem area in American 
antitrust policy is not cartelization but the power of large enterprises. A book 
concerned with this problem area cannot easily become, by supplementation, 
an adequate analysis of antitrust policy as a whole. Conceived as a general 
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treatment of the antitrust laws, this book, though thought provoking ang 
valuable, lacks the authority and balance that it possesses as an analysis of the 
relation between competition and business power. 

In developing the latter theme, Kaysen and Turner have made a distin. 
guished contribution to thought about the most important and difficult of 
American antitrust problems. Their argument that power is the proper focus 
for attention is the most persuasive statement of the view that has come to 
this reviewer’s attention. Their discussion of the relation between power and 
performance and of the limits to an attack upon power that might be set by a 
concern for efficiency is likely to become a classic statement. In blending ego. 
nomic and legal analysis of the conceptual and operational problems that are 
raised by their proposal, they have enriched the contributions of economics 
and law alike. They have had the courage to face practical problems, even to 
the point of outlining the provisions of their suggested laws; yet they have 
clearly distinguished the fundamental principles of their proposal from the 
variant methods by which it could be given effect. Their book should become 
one of the landmarks in the development of antitrust policy. 

Nevertheless, there are two important gaps in the exposition. The first has 
to do with the concepts of oligopolistic concentration that are used in analyz- 
ing the extent of oligopoly (Ch. 2) and in suggesting a rule of thumb that 
might be employed to simplify the attack upon market power (p. 98). An 
attempt is made to estimate statistically the extent of oligopoly in manufac- 
turing and in mineral extraction. This undertaking necessarily involves two 
tasks—determining the degree of concentration to be regarded as significant 
and marshalling the evidence as to the prevalence of the relevant concentra- 
tion. 

The second task has been undertaken ambitiously on the basis of census 
data supplemented from other sources. In an effort to make census industries 
more nearly expressive of competitive markets, industrial classifications have 
been consolidated; and the standards and procedures used have been set forth 
in a methodological appendix. But the first task, which governed all the sta- 
tistical work done for the second, has been performed summarily, without 
explanation of the choices available and of the reasons for the decisions 
reached. Concentration is analyzed with reference to two types of oligopoly— 
one type in which the first 8 firms have at least 50 per cent of the market and 
the first 20 firms have at least 80 per cent, and another type in which the first 
8 firms have a market share of at least 33 per cent, with the rest of the market 
relatively unconcentrated. We are told that, though these types are defined 
arbitrarily, there is support for the definitions in empirical studies because 
such degrees of concentration appear to be significant for behavior in “the 
majority of markets with which we are familiar” (p. 27). This reviewer is 
tempted to say that most markets with which he is familiar suggest to him 
that anticompetitive oligopoly behavior is likely to arise only at levels of 
concentration decidedly higher. But such dicta, pro or con, are not useful. 
There is need for a reasoned discussion of the considerations that support the 
definitions chosen and of the nature and extent of the empirical evidence that 
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appears to reinforce the choice. This comment is made in the hope that it will 
evoke, by way of reply, an article supplying conceptual and factual support 
for these concepts of significant concentration. 

Similarly, a rule of thumb is suggested (p. 98) to simplify the application 
of a law against market power: that market power might be conclusively pre- 
sumed where, for 5 years or more, one company has accounted for 50 per cent 
or more of annual sales or 4 or fewer companies have accounted for 80 per 
cent. The arbitrary nature of such a rule is recognized, and presumably the 
exact percentages are not considered important. But since the proposed pre- 
sumptions are intended to be conclusive, one must suppose that the percent- 
ages selected are believed to be high enough to preclude reasonable doubt, even 
when entry into the market is relatively easy. In the light of the complexity 
of the structural components of market power, described by the authors in 
previous pages, there is need for a discussion of the reasonableness of any 
conclusive presumption based upon market shares alone. 

The importance of the failure to support the chosen concept of oligopoly 
lies in the fact that this concept necessarily conditions what is said about the 
prevalence of the problem of oligopoly power, the probable relation of this 
problem to economies of scale, and the feasibility of legal action. Nevertheless, 
the weakness is not critical. One might think oligopoly much less prevalent 
without denying that the problems it raises are of major importance and with- 
out rejecting the proposed policy for coping with it. 

The second gap is more serious than the first. It is the gap between the 
concept of market power, upon which the analysis is based, and the facts of 
power and activity extending across numerous markets, which will often need 
to be considered in appraising the power of our larger enterprises and in de- 
vising programs of dissolution, divorcement, and divestiture. The concept of 
market power that is used is that familiar to economic theory, though devel- 
oped with unusual subtlety. It involves determining the relevant market by 
grouping products in the light of cross-elasticities of demand and supply and 
of the geographic limits within which buyers and sellers have contact. It then 
involves estimating power in the relevant market on the basis of market 
shares, ease of entry, and the like. 

Though the discussion recognizes that absolute size, as well as market 
share, may affect power, this point remains unanalyzed because “most abso- 
lutely big firms are also big in relation to at least some of the markets in 
which they operate” (p. 101). The exposition takes for granted that “small 
firms may have large market power because they are large relative to their 
rivals in the market” (pp. 100-1). There is no consideration of the question 
whether an absolutely large enterprise may have significant power even in 
the markets in which its share is relatively small; nor of the question whether 
a small concern with a larger market share than its rivals may lack power 
when the rivals, in their total activities in all markets, dispose of much greater 
resources in absolute amount. Such questions are often important; for large 
enterprises like General Electric or Du Pont are large primarily because of di- 
versification that outruns the widest possible definition of a relevant market; 
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and in some of their markets their rivals are smaller and more specialized 
concerns that possess larger shares of the particular markets in which these 
concerns operate. 

The problems that arise as to power based on diversification are n 
and most of them have received little serious discussion. For example; (a) 
How far are small specialized firms with large market shares intimidated by 
the possibility that competitors (which may or may not have smaller shares in 
the specialized market but possess greater resources through greater diversi- 
fication) might discipline or destroy them by price reductions or other forms 
of aggressive selling focused upon the specialized market? (b) When large 
diversified producers share several markets, each of them having a dominant 
position in one market and subordinate positions in the others, how far is 
their rivalry blunted, not merely by oligopolistic thinking about the single 
markets, but also by fear that retaliation might spread from market to market 
until the dominance of each enterprise was jeopardized in the market most 
important to that enterprise? (c) How far is oligopolistic forbearance weak- 
ened within any one oligopoly market if the oligopolists are diversified in other 
markets to different degrees and in different directions, so that they do not 
elsewhere encounter one another as rivals, and so that they have different ideas 
about the place of the particular oligopoly market in their strategy as whole 
enterprises? (d) Does a large concern that is a part of a dozen different oligop- 
olies have power greater or less in each oligopoly than it would have if it 
was a part of that oligopoly only? 

The first question arises about such relationships as that between General 
Motors and specialized producers of electric refrigerators or between General 
Electric and specialized producers of wiring devices. The second question is 
pertinent to the relations among chemical companies that are diversified but 
emphasize different classes of chemical products. The third question is perti- 
nent to such oligopolies as that for automobile tires sold to the replacement 
market. The fourth question recently played an important part in considera- 
tion, by the European Coal and Steel Community, of a proposed merger 
among steel companies. 

Consideration of such questions has been slight in the application of the 
antitrust laws, because the few proceedings striking directly at power have 
pertained to matters for which the questions were least pertinent. In a general 
program like that proposed in this book, similar questions could not be 
avoided. Indeed, a simple single-market analysis of power might produce 
bizarre results in such a program. For concentration ratios tend to be highest 
in medium and small industries; and since the principal activities of our 
largest enterprises lie in our largest industries, one might find that the broad 
attack upon market power tended to by-pass many of the largest concerns for 
proceedings against smaller ones whose power was more readily detected by 
an oversimplified analysis. 

This second gap is as important in the discussion of remedies as in the 
diagnosis of power. The proposal is to reduce excessive power by dissolution 
and divestiture, dividing big enterprises into small replicas and, where nec- 
essary, eliminating or reducing vertical integration. Such surgery is discussed 
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on the unstated assumption that it can be applied neatly to the activities of 
the relevant market without affecting the structure of other markets. This is 
true for enterprises that operate only in the relevant market or limit them- 
selves, outside that market, to vertically related antecedent and subsequent 
operations. It is also true, more widely, for diversified enterprises whose opera- 
tions in the relevant market and in the related vertical line are neatly segre- 
gated (if not in separate corporate subsidiaries, at least in separate plants). 
There remain, however, two classes of situations in which the structure of 
enterprise cannot be so simply altered. One is that in which plants are diversi- 
fied and in which, therefore, it is impossible to modify the scale of a company’s 
operation in the relevant market without affecting the scale of its operation 
elsewhere. The importance of this class of cases could be roughly estimated by 


comparing, in census industries, the output of products primary to the industry 


with the output of the industry (which includes the total output of all estab- 
lishments primarily engaged therein).’ The difference between the two figures 
would consist of products of other industries made in the industry’s establish- 
ments. Where the difference is large, a dissolution program would be likely to 
have substantial effects unrelated to the industry’s primary products. 

In the other class of situations, vertically integrated concerns are not neatly 
restricted to a single succession of activities. A single raw material is fabri- 
cated by different processes into a variety of products. A single fabricated 
product is made from a diversity of antecedent materials, some of which are 
used to make other products as well. At successive stages of the sequence of 
operations, different percentages of the concern’s total output are consumed 
internally and different percentages sold on the market. A coordinated program 
of research leads to the production of various commodities, each of which, 
though technologically related to the others, is produced by specialized equip- 
ment and sold in a special market. 

Dissolution of a complex vertically integrated enterprise based upon analy- 
sis of the power problems of a single one of its interconnected activities would 
inevitably affect both its power and its efficiency in other activities. One could 
not dissolve a vertically integrated steel company because of its power in the 
market for sheet steel without making decisions about its capacity for pig iron 
and basic steel and thus about its other fabricated products as well. Neither 
could one dissolve a steel company because of its power as a producer of basic 
steel without affecting the degree of vertical integration and the market posi- 
tion of each of the company’s fabricated products. To dissolve an electronics 
company because of its place in radio or television would not only raise the 
question whether any of the newly created firms should be connected with the 
central research establishment but also raise the question whether research 
pertinent to other types of electronic equipment would be affected. In such 
cases, the practicable forms of dissolution are likely to reach beyond the rele- 
vant market and to force consideration of the broader aspects of power and 
efficiency. 

One could, of course, reduce the apparent size of the discrepancy by defin- 


* Even such an estimate would be an understatement, since in some industries the census 
definition of an establishment is such that one plant may contain several establishments. 
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ing the relevant market broadly—by giving great weight to cross-elasticities of 
supply where they do not correspond to cross-elasticities of demand and by 
lumping together goods that can scarcely be considered substitutes. One could 
place all steel products in the relevant market, ignoring the differences between 
rails, merchant bars, sheet, strip, drawn wire, and structural shapes, because 
all these products are made from similar materials and often by the same 
great companies. The concept of the relevant market would thus be more 
vague, but the market as defined would be nearer to the facts of the power 
structure. To proceed in this way would be to attempt to remedy insufficiency 
of analysis by looseness of definition; and it is not at all certain that the 
errors would compensate one another. 

Though economic analysis has proceeded market by market, and economisis 
are naturally reluctant to depart from their tradition and thus depreciate their 
intellectual capital, the stubborn fact is that large enterprises are no longer 
merely market entities. Their efficiency or inefficiency has many intermarket 
and some nonmarket aspects. Their power is not merely power in a market nor 
merely the arithmetic total of their separate strengths in their various mar- 
kets. If their power is to be effectively reduced by practicable modifications of 
their structure, they must first be seen as complete organizations and analyzed 
as such. 


Corwin D. Epwarps 
University of Chicago 


A & P: A Study in Price-Cost Behavior and Public Policy. By M. A. Apzt- 
MAN. Cambridge: Harvard University Press, 1959. Pp. xiv, 537. $10.00. 
With the appearance of this book economists have much less reason to com- 
plain about the paucity of analytical literature on the economics of the dis- 
tributive trades. Most studies of price determination for consumer goods pass 
over the distribution phase lightly and proceed as if manufacturers sold to 
final users. Increasingly that assumption is questioned; and one is reminded of 
the agriculturists’ traditional contention that “what happens in the dark” 
between producer and consumer has much to do with economic welfare. Refer- 
ence is not only to the efficiency with which and the price at which the distribu- 
tive function is performed but also to the effect of these trades on the supply- 
ing industries. Recently, but based largely on casual observation, views as to 
how well mass distributors play one or both of these roles have ranged from 
the contention that they countervail oligopoly in supplying markets to identi- 
fication of them as one side of a series of bilateral oligopolies; or to the claim 
that the consequences of that structural situation are tempered by the supe- 
rior position of the mass distributors as potential entrants into the supplying 
industries and by the competitive milieu in which they resell. One author 
asserts “The formula for competition is quite simple; add one part of Sears 
Roebuck to twenty parts of oligopoly [in manufacturing]’* Change the name 
to A & P and one has the major conclusion of the book under review. But it 


*Clair Wilcox, “On the Alleged Ubiquity of Oligopoly,” this Review, Proc., May 1950, 
40,71. 
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emerges from an intensive, theory-oriented study of one company that serves 
as a stereotype of the mass distributors of food. 

In contrast to Catalogs and Counters? where all facets of Sears Roebuck 
and Company’s history are covered, this study of A & P deals only with the 
issues of major concern in industrial organization and price analysis and with 
the related policy problems. Only with respect to adaptation of retailing facili- 
ties to changing conditions do the controlling Hartfords appear as bumbling. 
In contrast they understood fully the import of a consistent policy of a very 
low store-wide gross margin (or “price of retailing services,” an identification 
made by the author in other writings) that would attract so much volume that 
operating costs would fall sufficiently to make this the long-run profit-maxi- 
mizing policy. Divisional managements, with their eyes on the shorter run, 
had to be persuaded and at times disciplined. Equally well visualized by top 
management were the procurement methods that would cut to the lowest possi- 
ble level cost of goods laid down at the retail outlets. 

While reasons for savings from integrating wholesaling with retailing are 
not brought out by the author, the other sources of low landed-cost of goods to 
resell are specified: skill in buying, savings from quantity purchases in de- 
pressed markets, discriminatory prices obtained, and the gains from the 
company becoming its own supplier. The last course was followed where the 
supplying industry was deemed inefficient or had discriminated against A & P 
(a frequent observation in the book) because, in earlier years, of the out- 
moded practice of not giving A & P the equivalent of the wholesaler discount 
and, in later years, under the requirements of the Robinson Patman Act. Self- 
supplying proved to be very profitable, measured by transferring goods to retail 
divisions at market prices, because of manufacturing and transfer economies 
made possible by vertical integration and because of escape from manufac- 
turers’ prices for well-known brands. Acceptance then had to be earned for A & 
P’s private brands. Here one misses an exploration of the extent to which that 
move was facilitated by dynamic influences weakening the hold that high- 
priced brands had on consumer preferences once the packaged commodities 
became of generally accepted quality. The equally successful integration back 
to shipping point or terminal market office purchase of fresh produce stemmed 
from the superiority of information and of direction of flow of perishables in 
an integrated organization and from by-passing the notoriously inefficient 
physical handling of perishables in large-city terminal markets. For the store- 
wide business, the combination of low landed-cost and a lower gross margin 
for retailing than even chain store rivals could match—advantages that less- 
ened as A & P was imitated—all worked to the benefit of the consumer. 

But the federal government and some economists have not viewed all of this 
as good. Indeed, most of the primary material used by the author came from 
the display of the company’s affairs (through 1941) in a series of antitrust 
proceedings. Drawing on data in that source, the author concludes that dis- 
criminatory buying prices in favor of A & P at most accounted for 15 per cent 
of its retail price differential below independent stores, in contrast to the Fed- 


*Boris Emmet and J. E. Jeuck, Catalogs and Counters, Chicago 1950. 
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eral Trade Commission’s conclusion in its 1934 Final Report on the Chain 
Store Investigation that “the growth of the chains was ‘based largely on Spe- 
cial price concessions from manufacturers’ .. .” (p. 241). Rather than m 

thwarting such concessions, the legislation stimulated by that Report, the 
Robinson Patman Act, is characterized as having “a single unifying principle; 
to enforce discrimination against the lower-cost buyer or lower-cost method of 
distribution” (p. 160). In contrast, the author argues strongly that price dif. 
ferences in favor of the large buyer (often even when discriminatory) aid 
competition in imperfect markets; and so do price reductions in resale that 
enable economies of scale and rapid turnover to be obtained. The government's 
brief in the 1946 Sherman Act case acknowledges the latter point, but stil 
accuses the company of intending to create a partial monopoly by “selling 
below [current] cost” in some localities (rather than selling on a systematic 
cost-plus basis) to squeeze out rivals, a practice made possible by “recoup- 
ment” from profits from other operations; but no substantial evidence was 
offered that competition was injured thereby. Compared with an interpretation 
oriented to price theory, this is naive economics; and yet it was adopted in 


large part by the court in its decision, because, as a consequence of the inept- 


ness of the defense, the contentions were not offset during the adversary proc- 
ess in the court proceedings. The latter deficiency has now been remedied by 
the author; but not all will be convinced. 

Journal articles containing previews of the author’s criticisms of this case 
have elicited strong reactions that will not be quieted entirely by the book's 
full presentation of the evidence used and by the analysis of it that proceeds 
along orthodox lines. Profit maximizing may lead to price reductions to reduce 
costs, as A & P has done in retailing, or cost reductions in acquisition of goods, 
as it has done so that resale prices can be reduced, all to gain a competitive 
advantage that will pay off. The conclusion is that competitors who do not 
match these moves fall but competition is enhanced. Against claims that A &P 
was tending to create monopoly (the fewness of outlets in a shopping area is 
considered to be inherent in retailing) the final appeal is to the ease of entry 
into retailing—this is assumed—and to the test of the market, which in 
this case is the effective imitation of A & P’s methods by other chains and by 
independents with cost-saving relations with wholesalers. All of this will not 
convince some, but to disagree with the author they will have to use other 
evidence than he has—a difficult task—or question the adequacy of his use of 
the orthodox framework in his elaborately developed analysis, or argue from 
another framework. Some will not be satisfied with the ease-of-entry assump 
tion in light of evidence that A & P fought loss of volume by price cutting, or 
will be concerned about competitive behavior of shopping-area oligopolies 
made up largely of outlets of the same small group of companies that meet 
each other as sellers, and to a lesser degree as buyers, in hundreds of such 
localities. 

These and other major topics in the book would be seen in better perspective 
had the author placed A & P more pointedly in the setting of the revolution in 
food distribution. Then A & P’s behavior (the period covered ends with 1941) 
would have been seen as part of a massive transition with inevitable severe 
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es for some and with the leader in low-cost distribution both bring- 
ing about, and being able to take advantage of, the eroding position of those 
that were out of step, The emerging and more stable structure could then have 
been identified and appraised, although doing so definitely would have called 
for examining the food trades in the 1950's. 

Even without these additions this book is by all odds the premier study of a 
distributive industry, not merely of a company. The mass of evidence ex- 
amined is impressive and the guide lines for its analysis clear. The investiga- 
tion of the relevant policy problems is unusually extensive and challenging 
and to a large degree is convincing. And not least, the style is lucid and often 
spritely; the book is pleasant reading. 

R. B. HEFLEBOWER 

Northwestern University 


The Theory of the Growth of the Firm. By Evita Titton Penrose. New 
York: John Wiley & Sons, 1959. Pp. viii, 272. $6.00. 

Mrs. Penrose seeks to develop a theory of the growth of the firm, as distinct 
from the traditional theory of its equilibrium size, factor combination, output 
and pricing. The latter approach, she holds, is ill-suited to the modern business 
enterprise and to modern problems of real importance. She applies her theory 
of growth to the explanation of business diversification, integration and 
merger, and to the social problems of small-business survival, industrial con- 
centration, and over-all-economic growth. 

In a number of respects Mrs. Penrose builds on quite orthodox foundations. 
Competition, though imperfect, is vigorous, except where special “artificial” 
barriers exist. Informed, though far from perfect, knowledge and expectations 
are assumed. The classical postulate that the firm (i.e., its managers) seeks 
vigorously to expand its profits is retained, and she rightly sees that in the 
actual world profit and growth are mutually compatible and requisite rather 
than antagonistic goals. 

Departures from orthodoxy are nevertheless considerable. The firm’s mana- 
gers are interested in increasing the absolute level of profits rather than maxi- 
mizing ‘cs rate. Most important, the notion that management is a “fixed” 
factor timiting size or growth is rejected. On the contrary, she contends, the 
successful firm continuously generates underused management resources, and 
this “receding managerial limit” is the key factor explaining business expan- 
sion. Because of it “there is no ‘optimum,’ or even most profitable, size of 
firm,” and a firm’s size is “but a by-product of the process of growth.” Firms 
are limited only in their rate of growth through time. 

Mrs. Penrose distinguishes between the economies of size and of operation 
on the one hand and “economies of expansion” on the other. The latter refer 
only to the cost of effecting expansion, not the average costs of producing 
once expansion has occurred. They are not uniquely related to the size of the 
firm, and can be measured meaningfully only by comparing the costs of ex- 
pansion by one firm with those of another. “Economies of growth” may be 
economies of size or merely economies of expansion, or both. 
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While most firms have some impetus to expand, some will enjoy advantages 
over others, and the economies of expansion of different firms may lie in dif. 
ferent directions. While all successful firms tend to grow, the direction ang 
rate of growth of any firm depends on the particular pattern of its underused 
resources and opportunities. 

Mrs. Penrose introduces one other key concept, the interstices of the econ. 
omy. These are new opportunities for expansion that develop out of macro. 
economic growth, change and innovation. The interstices are especially impor. 
tant to small and new firms, since they permit them to expand despite the 
disadvantages of small size. Larger firms either cannot currently exploit them 
or, on the principles of comparative advantage, choose not to do so. 

Armed with these concepts, Mrs. Penrose attacks her problems. Diversifj. 
cation reflects the fact that underused management is normally more profitably 
employed in related than in old lines, and that interstices appear largely in 
new lines. Merger is analyzed at length, largely in terms of the differential 
economies of expansion and diversification and the relative costs and profits of 
expanding internally and by acquisition. Mergers permit more rapid growth 
but do not necessarily lead to increased concentration. New and small busi- 
nesses persist largely because the changing interstices of the economy throw 
up more opportunities than large firms can seize. 

Regarding the outlook for concentration, Mrs. Penrose is measuredly 
optimistic. Despite the continuous generation of economies of expansion, 
there are special brakes upon the speed of growth of giant firms. On the one 
side “oligopolistic competition” leaves less management free for expansion. On 
the other, the amount of management required per dollar of expansion rises as 
firms and expansion programs increase in size. Hence the rate of expansion of 
very large firms tends to decline. If economic growth and innovation develop 
ample interstices, the over-all growth of smaller and medium-sized firms will 
exceed that of the very large. She concludes: “. . . in a steadily growing econ- 
omy, or in an economy where expansion is more prevalent than stagnation, the 
process of concentration will come to an end and eventually reverse itself” 
(p. 258). 

But, she warns, this requires steady economic growth and the absence of 
serious “artificial” barriers to expansion by new, small and medium-sized 
firms. Conversely, the stifling of new and smaller firms will reduce economic 
growth, and strengthen the hold of dominant concerns. Given a fair field for 
competition, economic growth will continue and concentration will not 
increase. 


Mrs. Penrose has made a significant contribution to our thinking about the © 


growth of business firms and the outlook for capitalist industrial structure, She 
has, in my judgment, properly stressed the key importance of management, 
innovation, and economic growth in these problems. One could wish she had 
sharpened her concepts somewhat, and in places, that the discussion were less 
discursive. But as a pioneer effort on the theoretical-applied level in a very 
important field, her book deserves wide attention. 
James S. 
University of Wisconsin and National Bureau of Economic Research 
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Die Investitionspolitik in nationalisierten Industrieunternehmungen Frank- 
reichs seit ihrer Nationalisierung. By WALTER Stock. K6éln: Westdeut- 
scher Verlag, 1960. Pp. 220. DM 22.00. 


In this country, much has been done to reduce the discrepancy between the 
hypothetical models of the investment process and actual investment decisions. 
In Germany, the gap has been less recognized, either because less factual in- 
formation on actual decisions has been available or because a closer rapport 
exists between specialists in theory and management. Especially the books of 
Erich Schneider on Wirtschaftlichkeitsrechnung and of Erich Gutenberg on 
Betriebswirtschaftslehre have developed the criteria and methods of calcula- 
tion which firms ought to employ if they seek to arrive at fully rational invest- 
ment decisions. The.author of the present book has not only relied upon these 
guides for the making of rational decisions but in part (pp. 33-63) has used 
theoretical formulae as if they were factual evidence on investment planning 
whenever the French nationalized industries enjoying financial autonomy did 
not furnish the necessary information. 

A somewhat different method was employed for analyzing public invest- 
ments financed through the budget. A global growth model for an open econ- 
omy was utilized as the standard for evaluating French investment plans. As 
one would expect, the result of the comparison was negative: the French plan- 
ning agency was not guided by the functional criteria suggested by an equi- 
librium model of growth. In the first phase, the agency concentrated upon 
sectoral growth so as to overcome the losses of capacity during the second 
world war and to promote production in the less developed regions. However 
the public investments were financed, the author did not seem to employ a 
method of analysis that gave full recognition to the actual goals underlying 
French investment planning. 

It so happens that the Monnet Plan (1947-52) and the Hirsch Plan (1954- 
57) differed in their goals and scope as well as in their techniques of invest- 
ment planning. The Monnet Plan was limited to coal, electricity, steel, cement, 
transportation, and agricultural machinery. The Hirsch Plan concentrated on 
investment for housing, consumer-goods industries, as well as agriculture and 
overseas areas. In their methods, the first plan arrived at the desired invest- 
ment estimates by projecting the expected demand in the various industries. 
The second plan was placed within the national income account of 1951-52 
and utilized more modern procedures of estimating desired investment. Yet at 
no place in the book is there a clear statistical comparison of the two plans. 
Since the book was organized in terms of a global growth model, there seemed 
to be no reason for contrasting the two plans. Nor is there a critical examina- 
tion of the different procedures of estimating desired investment, partly because 
the particular version of the input-output tables used had not been published 
(p. 108). The interesting question as to whether in France modern techniques 
have resulted in superior planning estimates remains unanswered. 

In examining the effects of investment planning, the author largely limits 
himself to the Monnet Plan. There was a significant increase in capacity, pro- 
duction and productivity of the six industries promoted. Most successful was 
the case of hydroelectric power, in which capacity rose by 73 and output by 66 
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per cent from 1947 to 1954, Investment plans were fulfilled by 95 per cent for 
coal and electricity. In comparison with other European countries, French cog] 
production per work-day underground in 1954 was 23 per cent above the leyel 
of 1938, whereas Great Britain had only gained 11 per cent and West Ge 

was still one-third below its output of 1938. For some of the basic industries, 
the coupling of nationalization with detailed investment planning seems tp 
have been a success, 

The Monnet Plan collided in two respects with the over-all development of 
the French economy. Although the volume of gross saving came close to the 
25 per cent of national income stipulated in the plan, there was no ready trang. 
fer of these savings to the basic industries. A compulsory loan provided the 
investable funds for the earlier years. Anticipating a sufficient supply of for. 
eign currency in the plan, the French economy accumulated a considerable 
deficit in its balance of payments. Payments under the Marshall Plan elimj- 
nated this deficit. The Marshall Plan thus removed the two major hurdles that 
hindered the realization of the Monnet Plan. The price stability from Septem. 
ber 1949 to June 1950 indicated that the two plans together had also removed 
the inflationary pressure. In the absence of the Korean war, a coordinated 
internal and external increase in supply would have shown that inflation can 
be overcome by effective planning. 


ARTHUR SCHWEITZER 
Indiana University 


Capital in Tranportation, Communications, and Public Utilities; Its Forme- 
tion and Financing. By Metvitte J. Utmrr. National Bureau of Eco 
nomic Research Study No. 4. Princeton: Princeton University Press, 
1960. Pp. xxxviii, 548. $12.00. 

Professor Ulmer’s book is the fourth in a series of National Bureau mono- 
graphs on the principal capital-using sectors of the economy. It provides ma- 
terial for a wide range of studies of the regulated sector of our economy, and 
is a substantial contribution. The previous National Bureau monographs on 
capital formation dealt with residential real estate, agriculture, and financial 
intermediaries. Additional studies embodied in occasional papers have treated | 
manufacturing and mining. 

The individual studies have borne the imprint of the talents and interests of 
the various authors as well as the peculiarities of the sectors examined. Ulmer’s 
work is no exception. While he follows the path trod by Creamer, Borenstein, — 
and Tostlebe, in preparing estimates of the capital-output ratio, he also strikes 
out on his own in a number of important directions. Principally these are an | 
examination of long-cycles in investment and a study of methods of financing — 
capital formation. 

The regulated industries examined in detail are the steam railways, electric | 
light and power, telephones, street and electric railways, and local bus lines. 
The period examined generally runs between 1870 and 1950. As a conse 
quence, there could be little analysis of the air transportation sector. 

Over one-half of the book is taken up with appendixes concerning sources 
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of data, methods of deriving various statistical constructs from the data, and 
notes on the accuracy of the estimates. These sections will provide a mine of 
information for future investigators of these industries. 

The raw materials of the study consist of various government and industrial 
reports on individual parts of the regulated sector. From these reports the 
author has distilled estimates of time series of output and capital formation. 
It appears that greater attention was paid to the problems of measuring capi- 
tal formation and capital consumption because of the availability of earlier 
estimates of output in the works of Harold Barger and J. M. Gould. 

The raw material is organized into chapters in which the following issues 
are examined: secular patterns of output and capital formation; trends in 
capital coefficients; factors underlying long-term trends; long cycles; the 
evolution of financial structures. : 

The author examines in great detail secular changes in output and in the 
stock of capital. He uses the capital-output ratio to summarize these trends. 
The coefficient is used both in the average sense as the ratio of the stock of 
capital to the output flow at a point in time, and in the marginal sense as the 
ratio of the change in the stock of capital to the change in the output flow 
during an interval of time. 

Ulmer finds marked declines in the average and marginal capital-output 
coefficient of steam railroads, electric light and power, telephones, and street 
and electric railway. The smallest declines appear in telephones. In local bus 
lines, there appears to be no secular decline in the coefficient, and the author 
is quick to take advantage of this informaticn in a later chapter interpreting 
these results. He recognizes correctly that these secular movements must be 
interpreted in terms of three major sets of economic forces: (1) Construction 
of facilities in anticipation of demand will yield a high ratio of capital to 
output in the early years of any industry, and a subsequent decline. (2) The 
indivisibility of capital units is an important feature of any regulated industry 
which owns its own right of way or power transmission system. The existence 
of increasing returns in these industries when they are first built will yield a 
gtadual decline in the capital-output coefficient. (3) Improvements in tech- 
nology have been capital-saving. 

The author is not successful in isolating any changes in the capital coeffici- 
ent which might be due to changes in the relative prices of labor and capital. 
He uses an index of wage rates in constant dollars, and an index of long-term 
interest rates to carry out this analysis. This is not an appropriate procedure. _ 
The cost of using a capital good is also dependent upon its initial purchase 
price and expected life. This is an area where much more work will have to 
be done before satisfactory conclusions are unearthed. The data which Ulmer 
has made available should encourage this effort. 

Ulmer devotes a chapter to the long cycles evidenced by his capital-forma- 
tion data. He shows that these data conform fairly well in cyclical dating to 
the long cycles found by other investigators. The main interest of this chapter 
lies in the author’s attempts to explain the conformity of the series as well 
as in his ideas concerning the economic significance of the long cycle. 

The final chapter of content concerns itself with the evolution of financial 
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structures. Here Ulmer breaks new ground. Through the construction of tables 
showing the sources and uses of funds, he examines methods of financing gross 
investment used by these sectors. His conclusion bears quoting because of the 
implications for public regulation. 


There was a . . . pronounced and progressive shift over time toward inter- 
nal financing. In the railroads this trend is in evidence in its most extreme 
form. In the 1880’s, railroads secured 98 per cent of capital needs from 
outside. As in the case of all regulated industries, very little use then or at 
any other time—with one brief exception—was made of short-term credit, 
Ninety per cent of all capital requirements were met through the issue and 
sale of stocks and bonds. Gradually, in the subsequent periods the relation- 
ship between internal and external sources shifted. By the decade just pre- 
ceding the entrance of the United States into World War I, internal sources 
had already mounted to the level of more than 40 per cent of all financial 
requirements. About two-thirds of this came from retained profits, the rest 
from depreciation charges. .. . 


The next three decades witnessed the climax of this trend. Between 1921 
and 1940, 95 per cent of the industry’s funds were generated internally, 
either through retained profits or depreciation charges. . . . In the final dec- 
ade of the 1940’s, all capital needs were satisfied from internal sources, 
... And it should be borne in mind that this was a decade of very substan- 
tial investment... . 


The same trend, but in modified form appears in the other components, In 
electric light and power, . . . between 1938 and 1950, more than 50 per 
cent of all capital requirements were obtained internally. . . .. 


In telephones, however, . . . the trend toward internal financing, while evi- 
dent over the 1877-1950 span, was less distinct than in the other regulated 
industries (pp. 155-56). 


These findings with regard to the financing of capital formation raise a 


complex issue for the regulatory authorities. To a large extent the above pat- © 


terns may be ascribed to the declining profitability of the rail sector relative 
to the other two sectors. This in turn is partly due to declining demand for 
rail service and partly to regulatory restrictions on the adjustment of rail 


resources and services. Sooner or later an adjustment of rail facilities to re — 
duced demand will be carried out; and it is safe to predict that what we still 
call the steam railroads will not expand their stock of capital at a rate com- — 


parable to the past. 


In view of the possibility that future capital requirements for rail service | 


can be met out of retained earnings and depreciation, the rate of return on rail 
capital required for continued service may not be as high as that set by the 
market on new capital issues. It will be recalled that one of the chief argu- 
ments against the use of marginal cost pricing for rail service was the failure 
to cover total costs including the cost of capital. An industry so regulated 
would not be able to attract additional capital. But it now seems reasonable to 
explore the possibility that the railways might charge according to marginal 
cost, might meet their interest charges, and expand as necessary through re- 
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tained earnings and depreciation charges. This would require the long-term 
debt to be permanent. The appropriate earnings on equity capital would then 
be a residual. In truth the equity holder would pay the tax necessary to 
satisfy the Lerner-Hotelling condition. As long as fixed bond interest charges 
are met, this does not require any elaborate bankruptcy procedure, for the 
equity market will evaluate the possibility of future rail dividends. In view of 
the dim prospects for rail earnings at present and the treatment of rail 
equities in the securities markets, this proposal may leave the equity holder no 
worse off than he is now. This last suggestion was stimulated by a reading of 
the Ulmer volume, but it in no sense reflects Ulmer’s thinking or work. 
Gerorce H. Borts 
Brown University 


The Electric Interurban Railways in America. By G. W. Hitton and J. F. 
Due. Stanford: Stanford University Press, 1960. Pp. 463. $9.50. 


George W. Hilton and John F. Due have collected a storehouse of informa- 
tion concerning a little-known but important sector of American transporta- 
tion history—the rise and later disbandment of the electric interurban railway. 

The authors divide the book into two parts. The second part deals with the 
individual histories of interurban lines throughout the country and contains 
some of the best writing in the book. It is not for casual perusal, even though 
the thumbnail sketches of each line would be interesting for any reader. 
Although the order in which these histories are listed is not particularly help- 
ful, the voluminous research on a diverse set of local enterprises has been ad- 
mirably compressed into short pertinent paragraphs. 

In the first part of the book, where the history is more general, the authors 
give their definition of an electric interurban railway and then examine se- 
lected aspects of the industry. They describe in detail the location, construc- 
tion and financing of smal! disconnected lines between communities where pro- 
moters found favorable conditions, and the struggle to form economically 
profitable systems from bits and pieces. 

In the chapter on the technology of the industry, detailed listing of the 
interurbans that utilized some particular type of equipment somewhat ob- 
scures the fact that during the short life cycle of the electric interurban rail- 
way, there was no final decision on an optimum type of equipment. Each pro- 
moter preferred his own combination of choices. 

This reviewer wishes that the activities and problems of the industry in the 
basic areas of labor, accidents, advertising, land development, franchise pro- 
visions, and community relations had been as adequately subjected to research 
as were the areas included. There is need also to explore the reasons why 
major sources of capital were willing to invest so heavily in the electric inter- 
urban industry (for instance, an examination of the joint-cost allocations of 
the early electric companies might shed some interesting light on the contribu- 
tion of the electric interurban to the solvency of a major modern industry). 
It would be worth while to have information concerning the losses to the over- 
all economy from the drainage of capital into a venture that turned out to 
be such an unfortunate one. Lastly, the activities of the New York Central 
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and the Pennsylvania Railroad executives and the others who joined them in 
supporting the Section 19 rule might have been examined. 

In the chapters dealing with the suspension of operations in a declining 
industry, the authors undertook some very worth-while research. The early 
demise of the electric interurban is partly due to operating primarily to hay] 
passengers. This least-profitable type of rural local service necessitated too 
great an expense of time and manpower for too little return. The decision to 
raise rates decreased total revenue as the demand for service shifted away 
more than proportionately. Hence, an organized effort to encourage freight 
haulage was made. But freight traffic did not prove adequate to provide 
. satisfactory profits and the need for additional revenue continued. The failure 
. to make any adequate analysis of demand plagued the industry throughout its 

short life. The interurban companies could and did raise the funds necessary 
to finance the construction and operation of an extensive network; but they 
neglected to probe customer identity and needs, so that the authors found 
information as to these matters scanty. The book also lacks a detailed dis- 
cussion of the positive contributions of the industry to the economy. 
Research on a declining industry is rare and highly valuable. More detailed 
analysis of the data might have given it deeper import. Nonetheless, the per- 
ceptive reader can draw significant conclusions from the factual reporting of 
| the short life history of one specific form of transportation, since modern 
. railroads are themselves presently confronted with some of the same problems 
that the electric interurban railway faced and failed so dismally to solve 
during its brief existence in the early years of the twentieth century. 
CLINTON WARNE 


Ohio State University 


Electric Power Regulation in Latin America. By Davin F. Cavers and JAMES 
R. Netson. Baltimore: The Johns Hopkins Press, 1959. Pp. xx, 279, 
$6.00. 


The economic and regulatory problems of the electric power industry in 
Latin America are the subject matter of this study. It is based primarily on 
materials gathered and analyzed by Marvin S. Fink and his associates in a 
first-hand study conducted for the Harvard Law School and financed by the 
International Bank for Reconstruction and Development. Although the re- 
search is confined to the five countries of Brazil, Chile, Colombia, Costa Rica, 
and Mexico, the report reaches conclusions and recommendations for correc- 
tive action which are believed to be pertinent to conditions in other Latin- 
American countries as well as all less-developed countries in the world. 

Electric power is indeed a problem industry in the countries studied. While 
handicapped by a variety of political, social, and economic policies, the focal 
point on which all the economic problems of the industry converge is that of 
rates. The rates charged are the final result of regulatory policy and are the | 
prime cause of the ability or inability to finance expansion from internally 
available funds or from voluntary savings. Rates also influence the levels of 
electrical consumption. The actual impact of regulation has been to impose 
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“startlingly low” rates upon most of the suppliers of electric power in com- 
parison with the rates prevailing in the United States. Comparative data in 
real terms show that in 1929 rates in the Latin American countries studied 
were higher than in the United States; in 1939 they were about the same, and 
by 1954 they had declined to a level approximately 60 per cent of rates in the 
United States. Cost differences might account for this disparity in rates, but 
a careful analysis of such factors as relative cost of capital, efficiency in gen- 
eration, and installation and distribution costs yields the conclusion that the 
United States enjoys a net cost advantage. No technological or economic justifi- 
cation is found for the precipitous downward trend in “real” electrical rates. 

The results of maintaining “cheap” electricity are similar in every country. 
Inadequate earnings by suppliers, both private and public, have produced in- 
sufficient investment and an electric service which has been short in supply, 
irregular, and inconvenient, hence actually damaging to industrial operations 
and development. Industrial users have been forced to install their own costly 
and less efficient diesel plants. Suppliers have been forced in some instances 
to introduce antipromotional rates to discourage consumption by residential 
customers. Moreover, government ownership has grown rapidly since 1945 
owing in part to a preference for public over private ownership but in large 
measure owing to the power shortages occasioned by the poor climate for 


private investment. In the case of public suppliers the effective economic cost 


of chronic underpricing is also being paid in the form of an accentuation of 
inflationary pressures owing to the creation of new purchasing power by cen- 
tral banks to finance operating deficits and electrical expansion. Moreover, 
funds and credit devoted to subsidizing electric supply could be better utilized 
in promoting needed public services like education and sanitation having 
little or no earnings potential. 

Electric utility regulation in the countries studied, patterned on the con- 
cepts and procedures prevailing in the United States, is designed chiefly to 
control the level of rates in accordance with general standards specified by 
central governments and administered by regulatory commissions. Unlike the 
situation in most of the United States, government-owned utilities are sub- 
jected to the same rate control as.private companies. Other differences are 
that regulatory agencies are usually politically controlled by the executive 
branch of the government; they have less discretion in the administration 
of statutory rate formulas; and their decisions are subject to little judicial 
review. These institutional differences explain in part the failure of regulation 
to render economic justice to electrical suppliers. 

But the basic difficulty, in the opinion cf the authors, is the attempt to 
apply conventional regulatory theory and practice in an economic environ- 
ment characterized by persistent and rapid rises in operating costs owing to 
inflation, rising capital costs, depreciation in the foreign exchange value of 
national currencies, and the inability to achieve compensating economies 
through improved load factors and new, low-cost plant installations. In these 
acutely inflationary circumstances, the time-consuming regulatory process can 
rarely keep pace in adjusting rates to cover rising operating costs, including 
depreciation, and the capital costs measured by the traditional mode of rate- 
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base times rate-of-return. Since a considerable share of the capital invested in 
the electrical utility industry has been acquired from foreign sources (the 
World Bank and the Export-Import Bank of Washington alone had loaned by 
the end of 1959, $536 million and $242 million, respectively, for private and 
public electric power development in Latin America), deterioration of foreign 
exchange rates further complicates the problem of assuring adequate returns 
to investors. Regulatory “lag” and “attrition” of returns have also been prob. 
lems in the United States, but they have not been overly serious owing to 
the lower rate of inflation, continued technological improvement, and the 
abundance of capital seeking investment. 

Much attention is given to suggestions, some of which have been debated 
and others actually adopted in a few instances in the United States, for re 
modeling the regulation and financing of the electric industry. The prime ob- 
jective here is to make the industry self-sustaining and thus able to attract 
domestic capital. As the authors put it, “What a developing nation needs more 
than cheap electricity is plentiful electricity. And the best way to get it is to 
pay what the service costs” (p. 257). 

Three major lines of attack are proposed. First, in order to eliminate the 
adverse effects of regulatory lag upon rates and earnings, automatic com- 
pensatory adjustments in rates should be authorized for changes in fuel prices, 
wage rates, taxes, and foreign exchange rates. Patterned on the fuel clauses 
commonly found in rate schedules in the United States and also in Brazil and 
Colombia, the amount and timing of rate changes would be governed by for- 
mulas approved in advance. Second, in order to equalize opportunities with 
unregulated business in attracting capital, periodic adjustments in the capital 
accounts of private and public electric enterprises should be allowed to reflect 
significant changes in domestic price levels and foreign exchange rates. This 
novel proposal would mean the adandonment of the traditional property rate- 
base, measured either in terms of the inflexible historical cost or the unreal- 
istic reproduction cost. For it would be substituted the capital accounts, re- 
valued each year on the basis of a cost-of-living index. The rate of return ap- 
plied to the “investment base” would be differentiated in accordance with the 
debt and equity components of the capital structure and would be sufficiently 
high to cover adequate dividends and earnings retained for investment. It 
wou!d not reach the astronomical level required with an original cost rate-base. 
Adequate depreciation charges, reflecting replacement cost of plant, would be 
introduced and the reserves created appropriately handled for rate-making 
purposes. Third, in recognition of the fact that regulatory reforms will not 
alone suffice to attract capital, it is recommended that new forms of securi- 
ties be issued containing protections against inflation, that institutional inves- 
tors be encouraged to acquire electric securities, and that industrial and even 
residential users be compelled to invest in the industry. 

The sorry plight of a basic industry, competently reviewed and analyzed 
in this volume, calls unquestionably for drastic modifications in public policy. 
Perceptive of the economic and accounting considerations involved, the 
authors have designed reforms which should ameliorate the serious situation 
confronting the Latin American economies as well as foreign investors. As- 
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suming a willingness to adopt them their workability will depend on the 
availability of reliable data to guide regulatory authorities, adequate adminis- 
trative machinery, and the exercise of informed and expert judgment. Should 
economic conditions in the United States ever require the adoption of such 
controversial measures, their administration would certainly tax the ingenuity, 
patience, and capabilities of regulatory agencies and courts. 
MartTIN L, LiInDAHL 
Dartmouth College. 


The American Petroleum Industry: The Age of Illumination, 1859-1899. 
By Harotp F. WitiiAMson and Arnotp R. Daum. Evanston: North- 
western University Press, 1959, Pp. xvi, 864. $7.50. 


For a generation historians of business have been working on the assump- 
tion that the best procedure for writing meaningful histories of industries was 
first to produce the building blocks and then to use them for erecting the edi- 
fice. This method involved writing biographies of key men and firms, along 
with important special studies. The first volume of The American Petroleum 
Industry, soon to be followed by a second bringing the story up to 1959, 
proves that the idea was a good one, whether or not other paths to the same 
goal might have been effective. Williamson and Daum, with the aid of several 
assistants, have combined the results of previous research on men, companies, 
topics with new findings in newspapers, trade periodicals, engineering and 
mining journals, and early encyclopedias into a comprehensive history of the 
industry prior to the twentieth century. The product is a noteworthy addition 
to the history of economic and business activity in the United States. 

No reader can cavil at the comprehensiveness of the coverage in The Age of 
Illumination, In eight parts, embracing from one chapter each for the prologue 
and epilogue to eight for Book IV dealing with the formative years 1862-1873, 
the authors range over the early history of petroleum and illuminants as well 
as every function of the industry. Problems of transportation and relations 
with governmental agencies receive their share of attention. While thus casting 
their nets widely, Williamson and Daum maintain unity in the book as a 
whole. 

Prior to 1900 the major producing areas in the United States were the Ap- 
palachian and Lima-Indiana fields. Shortly after that date the output of 
those two regions was dwarfed by crude oil production in numerous, widely 
scattered parts of the country. As a consequence, the pattern of competition 
was to change rapidly in the twentieth century, even before the dismember- 
ment of the Standard Oil Company (New Jersey) in 1911. The struggle for 
world markets, begun before 1900, was to assume new forms and take on a 
new significance in the next generation. 

The book contains significant new information and interpretations on the 
development of illuminants prior to 1859 and on the history of technological 
change in the petroleum industry up to 1899. On both topics the authors have 
expended considerable effort and have woven their findings meaningfully into 
the book. Unfortunately, much of the new data on technology, having been ex- 
tracted from sources not indicating the time and place of first commercial 
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application, could not be incorporated as effectively into the pattern of com. 
petitive practices which form the core of the book as, say, the organization oj 
the Standard Oil Trust and innovations in marketing. 

One of the most impressive attributes of this history is its objective ang 
impartial tone. There are no attacks on or defense of either unhampered 
monopoly or unrestrained competition. In fact, some readers, parti 
those interested in the “romance” of the industry, may well be disappointed 
in the coolness and calmness of the prose. Views of the authors stand in s 
contrast to the extreme statements made by contemporaries in the heat of hee. 
tic competition or in condemnation of the Standard Oil combination, The 
evaluations of Williamson and Daum are based on a wide range of data and 
are judicious. Even though I disagree with their emphasis on some points, 
such as the heavy weight they give to transportation in the growth of Stand- 
ard Oil in contrast to the importance attached to efficient administration jp 
Pioneering in Big Business, their position is so well and so calmly supported 
that I am willing to leave the resolution of the issue to later students of the 
industry. 

In fact, from the point of view of the economic historian the book leaves 
little to be desired. In lucid prose the authors have effectively synthesized new 
with old research and writing. They have made efficient use of a large volume 
of statistics, presenting them in the text as well as in appendixes. Line draw. 
ings and pictures are placed strategically near the ideas in the text they are 
intended to illustrate. The only parts of the book that could have been im 
proved, as far as this reader has perceived to date, is the proofreading of the 
index and occasional heavy use of passive verbs. The American Petroleum 
Institute, the sponsor of the study, has every right to be proud of the book. 

In closing, it should be pointed out that this history of an industry is the 
only one of its kind now available. There is no other study of an industry 
which compares with it either in comprehensiveness or in portrayal of the 


dynamic process of development. To have no other like it is a reflection on the — 


fraternity of historians and economists interested in economic history and 
economic growth. Needless to say, the time has long since passed when writers 


should have produced enough company histories and topical studies on such — 


a basic industry as iron and steel to permit an accurate, all embracing history 
to be published. It is hoped that other scholars, noting the high value of this 
synthesis of the history of the petroleum industry, will respond to the 
challenge. 
W. Hivy 
Harvard University 


Land Economics; Agricultural Economics; Economic Geography; 
Housing 
Energie und Verkehr. By Hettmutu S. Semenrus. Verdffentlichungen det 


List Gesellschaft 18. Tiibingen: J. C. B. Mohr (Paul Siebeck); Basel: / 


Kyklos-Verlag, 1960. Pp. xv, 229. DM 19.80; paper, DM 16.50. 


The contribution to energy economics made in Seidenfus’s book is especially 
valuable in a period of both dramatic changes in the world’s supply of energy 
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and remarkable economic developments in the Common Market area. The 
author discusses the outlook for energy consumption in the six Common Mar- 
ket countries plus Switzerland and Austria. This area which he calls the 
Untersuchungsraum comprises the core of Central Europe outside the Iron 
urtain. 
. The focal point of Seidenfus’s study is the analysis of the impact of changes 
in energy supply and demand for special forms of energy (Edelenergie) 
on the transportation system. The important discoveries of oi] and natural 
gas in Africa and in new fields of the Near East in combination with rising 
per-capita incomes in Western Europe—which induce an increased demand 
for special forms of energy, e.g., electricity, fuel oil and gasoline—necessitate 
radical innovations in the existing transportation system of Western Europe. 

The estimates of future energy requirements of the eight countries suffer 
from the weakness of all long-term projections; they are based on the supply 
situation, consumer preferences and the political ideas of past decades, data 
subject to radical change during the next fifteen years. Therefore, actual 
developments between 1959 and 1975 are bound to deviate greatly from pro- 
jections. Important parts of the author’s conclusions, however, seem con- 
vincing: his expectation of a decline in shipments of coal and crude oil by 
railroads and ships, especially along the Rhine; his assumption that price 
policies protecting the coal industries may only delay but not prevent the 
rapid growth of pipe-line systems in the area under investigation. Seidenfus 
seems equally justified in expecting a rapid expansion of refinery construction 
and in anticipating intensified highway construction around refinery centers to 
facilitate the transportation of petroleum products. 

The author’s conclusions with respect to individual countries are less con- 
vincing. In the present state of world tension it should not be assumed that 
Austria’s crude oil supply will be supplemented by shipments from Rumania 
or the USSR. The alternative lies not only in shipments from refineries around 
Adriatic ports, but also in shipments of crude oil from Western European 
ports down the Danube and by pipe lines. The location of the new Austrian 
refinery in Schwechat, near Vienna, is suitable for both domestic crude oil 
and crude oils imported from East or West. 

The ‘ast chapter contains a thorough discussion of policy questions. In 
his analysis of the goals of economic policy Seidenfus accepts the German 
neoliberal belief in the responsibility of government to promote workable com- 
petition. A good application of these principles for the field of energy eco- 
nomics can be found in Wessels’ paper “Die Stellung der Energiewirtschaft in 
der Wettbewerbswirtschaft.” Seidenfus is aware of possible conflicts between 
the goals of national security and maximization of economic efficiency. He 
also discusses legal problems which have to be solved before pipeline con- 
struction in different countries can be co-ordinated in a satisfactory way. A 
lack of co-ordination of transportation policies in the eight countries would 
create serious obstacles to economic integration and economic growth. 

The style of Seidenfus’s book does not make for easy reading. At many 
points the reader would prefer to pursue economic discussion rather than 
being overwhelmed by statistical details. A number of maps are useful tools 
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for the understanding of the location problems; they would be more helpfu} i 
they gave a few important place names. The effectiveness of the book coyjj 
have been greatly increased by a more streamlined presentation. But thi 
statement is not meant to deprecate the stimulating approach to energy eg. 
nomics offered in this study. 
MarTHA STEFFY Browne 
Brooklyn College 


Labor Economics 


The Growth of British Industrial Relations. By E. H. PHELPs Brown, Ney 
York: St. Martin’s Press; London: Macmillan & Co., 1959. Pp. xxuvi, 
414. $9.50. 

This is a beautiful book; so much so that the reviewer is moved to com 
plain about how little opportunity the author gives for dissent or even sug. 
gestion for improvement. Not the least of its many virtues are the concig 
24-page synopsis at the beginning, and the detailed bibliography at the end 

The subject matter is much broader than the title suggests. Phelps Brow 
uses the theme of industrial relations as a frame for a picture of the condition 
of the British working class as it was in 1906-14. Even more, he shows vividly 
how this condition resulted from the economic evolution of the 19th century, 
This background material is contained in the first two chapters. Chapter | 
(The Condition of the People) is concerned with the economic condition of 
the working-class household and Chapter 2 (The Condition of Work) with 
the utilities and disutilities encountered in earning a living. In the reviewers 
judgment, these two chapters are as good an example of socio-economic de 
scription, with the necessary flavoring of economic analysis, as can be found 
anywhere; they must be read to be appreciated. 

Though they deserve study on their own account, in the scheme of th 
book the first two chapters serve merely as background for what follow. 
Chapter 3 (The Development of Industrial Relations) describes the more im 
portant types of employer and worker organizations that arose during the | 
19th century, and how they interacted. Different types of unions (craft unions, | 
operatives’ unions and general unions) are described in historical context. 
Each of these union types is associated by the author with a particular 
method of collective bargaining. The chapter goes on to describe the growth 
of arbitration and conciliation and the sliding scale, and how these instr 
ments of adjusting industrial conflict were dulled by the growth of working. 
class militancy in the 1880’s and ’90’s. 

Chapter 4 (The Development of Public Policy) is a very lucid account oi 
how Britain came to avoid establishing governmental machinery for settling 
labor disputes and, until 1908, to avoid setting minimum wages except for 
public employment. Chapter 5 (Institutions and Procedures in 1906) is for its 
first 8 sections, a description of union and employer organizations as consti- 
tuted in 1906; the last three sections describe and, to some extent analyz, 
how collective bargaining sets wages and other terms of employment. They 
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also point out how little collective bargaining affected working conditions; 
i.e., only slight attention was paid to grievance procedure. 

Chapter 6 is a history of 1906-14 covering both the legislation and the in- 
dustrial strife of this period. The author’s view is that the series of big strikes 
in the years 1911-14 was not the major threat to the social order that many 
contemporary observers believed. This is because.the unrest, though intense, 
was confined to only a limited segment of the economy. Also the political diffi- 
culties of the period (the Irish Home Rule issue and the status of the House 
of Lords) and the growing prospect of war made labor intransigeance seem 
more threatening than it now appears in retrospect. 

In the final chapter (Sequel and Survey), Phelps Brown interprets and 
criticizes existing British institutional arrangements as they bear upon indus- 
trial relations. He explains the decline in social protest after the first world 
war, as compared with 1911-14, as due to an improvement in the economic 
condition of the working class. The improvement in industrial relations since 
1914, and especially since 1926, is held to reflect this improvement and also 
improvement in “on the job” relations between workers and employers. This 
is true as far as it goes, but the failure of labor militancy to revive despite the 
mass unemployment of the late 1920’s and 1930’s requires explanation. 

Failure to provide such an explanation is not of itself proper ground for 
criticism since this later period is beyond the purview of the book. However, 
since a correct explanation must involve the changing ideas and socio-economic 
characteristics of British union officials and the internal balance of political 
forces within Britain, as well as the factors that are discussed, failure to take 
account of ideological factors and union politics in the earlier period may con- 
stitute an error of omission. This is not to deny that Phelps Brown is correct in 
stressing changes in economic variables as the prime movers of industrial rela- 
tions; but it may be that abstraction from the effect of the ideology and politi- 
cal situation of the leaders of the labor movement is carried a bit far. 

However, since Phelps Brown covers so much in the space of 367 pages of 
text, it is ungrateful to complain that he does not do still more. In fact, some 
readers will probably complain about the manner in which this volume 
compresses socio-economic history. Its extreme economy of presentation is 
achieved by the author’s careful discussion of what he considers important 
and inattention to the rest. Whether one approves of the result depends upon 
how wisely he thinks the author has chosen. This reviewer approves thor- 
oughly; he feels that Phelps Brown has taken hold of the principal threads 
of the history of industrial relations in Great Britain and woven a really 
magnificent tapestry. Even those readers who will not share this enthusiasm 
fully cannot help but find the book a provocative essay in socio-economic 
history. 

M. W. REDER 

Stanford University 
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TITLES OF NEW BOOKS 
General Economics; Methodology 


ALBertini, J. M. anp oTHERs. Les rouages de l'économie nationale. Paris: Edit. Ouvriéres, 
1960. Pp. 212. NF 7.50. 

Arrow, K. J., Kartin, S. anp Suppgs, P. Mathematical methods in the social sci 
1959. Proceedings of the first Stanford Symposium. Stanford math. stud. in soc. sci., no. 4, 
Stanford: Stanford Univ. Press, 1960. Pp. viii, 365. $8.50. 

“The objective of this symposium was to present in an effective way some areas of cur. 
rent research in which mathematical methods are being used to attack problems in social 
and management sciences.” There are nine papers on economics. “Efficiency of resource 
allocation, stability, capital accumulation and technological change, and consumer's be- 
havior are some of the topics covered.” (From the preface.) 

Crarx, F. G. anp Rrmanoczy, R. S. How we live: a simple dissection of the economic 
body. 2nd ed. Princeton: D. Van Nostrand, 1960. Pp. 89. $2.85. 

Gatpraitn, J. K. The liberal hour. Boston: Houghton Mifflin, 1960. Pp. xii, 197. $3.50. 

Macuuvp, F. Der Wettstreit zwischen Mikro- und Makrotheorien in der Nationalékonomie, 
Walter Eucken Inst., Vortrige und Aufsiitze, 4. Tiibingen: J.C.B. Mohr (Paul Siebeck), 
1960. Pp. 54. DM 5S. 

Pacxarp, V. The waste makers. New York: David McKay Co., 1960. Pp. x, 340. $4.50, 


Peacu, W. N. Principles of economics. Rev. ed. Homewood, IIl.: Irwin, 1960. Pp. xvi, 
736. Text, $7. 

Serapuim, H.-J., ed. Zur Grundlegung wirtschaftspolitischer Konzeptionen. Berlin: 
Duncker & Humblot, 1960. DM 28. 

Sommer, L., transl. and ed. Essays in European economic thought. Princeton: D. Van 
Nostrand, 1960. Pp. x, 229. $6. 

A collection of essays by Carl Menger, F. F. von Wieser, Ludwig Pohle, Ludwig von 

Mises, Paul Painlevé, Jacques Rueff, and Luigi Einaudi. 

Stammer, O. anD THaLHem™, K. C., ed. Festgabe fiir Friedrich Biilow zum 70. Geburtstag, 
Berlin: Duncker & Humblot, 1960. DM 44.80. 

Proceedings of the Business and Economic Statistics Section, American Statistical Asso- 
ciation, 1959. Washington: Am. Stat. Assoc., 1960. Pp. 319. 

Seconds mélanges d’économie politique et sociale offerts & Edgard Milhaud. Théme: 
léconomie collective. Liege, Belgium: C.1.R.LE.C., 1960. Pp. 300. German edition also 
available from same publisher. Either edition separately, Bfr. 150. Both editions to- 
gether, Bfr. 250. 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 
AmerrayAN, S. Malthus and classical economics. Bombay: Popular Book Depot, 1960. 
Pp. 212. Rs 12.50. 
Corson, Cr. Textes choisis. Paris: Dalloz, 1960. Pp. 354. NF 15. 


Davipson, P. Theories of aggregate income distribution. New Brunswick, N.J.: Rutgers 
Univ. Press, 1960. Pp. x, 151. $5. 


A review of “the major theoretical attempts to explain the distribution of the total 
product of an economy into proportionate shares which accrue to the various economic 
classes.” Starting with the classical and neoclassical theories (including Marx), the survey 
goes on to examine the Cobb-Douglas production function, theories based on monopoly 
(Kalecki, Mitra), aggregate demand theories (Keynes, Boulding, Robinson, Kaldor), and 
aggregate supply (Weintraub). 
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Deane, P., ed. Bibliography on income and wealth, vol. 7, 1955-56. London: Bowes & 
Bowes for the Internat. Assoc. for Research in ‘Income and Wealth, 1960. Pp. 131. 
37s. 6d. 

Ecerton, R. A. D. Investment decisions under uncertainty. Liverpool: Liverpool Univ. 
Press, 1960. Pp. 100. 18 s. 6d. 

“This short book does not pretend to expound the theory of the way in which invest- 
ment decisions are taken in conditions of uncertainty. Its more modest aims are to survey 
the present state of theory in this subject, to see to what extent the criticisms of current 
theories can be met by moderate amendments, and to suggest an alteration in the way 
in which economists might assume an investor to make his plahs—particularly in the way 
in which he tries to simplify uncertainty.” (From the author’s introduction.) 

Erreman, W. J. Price determination in oligopolistic and monopolistic situations. Michi- 
gan Bus. rept., no. 33. Ann Arbor: Bur. Bus, Research, School Bus. Admin. Univ. of 
Michigan, 1960, Pp. v, 45. 

“The findings reported herein grew out of information obtained from a series of dis- 
cussions the author held with representatives of several manufacturing firms in different 
industries. The objective of the discussions was to obtain the information necessary to 
develop a theory of oligopolistic and monopolistic behavior that conformed to the actual 
price-setting procedures followed by the firms. . . . A theory formulated from these data 
is described in the . . .” present book. (From the author’s introduction.) 

Foo, B. Industrial pricing policies: An analysis of pricing policies of Danish manufacturers. 
Amsterdam: North-Holland, 1960. Pp. viii, 229. $4.75. 

Hrrcu, C. J. anp McKean, R. N. The economics of defense in the nuclear age. Cambridge: 
Harvard Univ. Press, 1960. Pp. xii, 422. $9.50. 

Howey, R. S. The rise of the marginal utility school, 1870-1889. Lawrence, Kansas: Univ. 
of Kansas Press, 1960. Pp. ix, 271. $7.50. 

“Besides introducing much new material, this study of the rise of the marginal utility 
school hopes to temper many minor and a few major interpretations developed in other 
historical accounts. The chief correction consists in excluding the presumption that accep- 
tance of the idea of marginal utility came quickly. It did not.” (From the preface.) 

Ites, D. J. anv Tucker, C. J. Problems of full employment. London: Routledge & Kegan 
Paul, 1960. Pp. x, 265. 20s. 

James, E. Histoire sommaire de la pensée économique. 2nd ed. Paris: Montchrestien, 1959. 
Pp. 415. NF 22.50. 

Jouansen, L. A multi-sectoral study of economic growth. Contrib. to econ. analysis, no. 21. 
Amsterdam: North-Holland, 1960. Pp. viii, 177. $4.50. 

Leunis, F. Der Beitrag des spiten Schumpeter zur Konjunkturforschung. Interpretation 
und methodologische Wiirdigung der “Business Cycles.” Stuttgart: Gustav Fischer, 1960. 
Pp. vii, 87. DM 8.80. 

Mazumoar, H. K. Business saving in India. An estimate and an analysis in relation to 
profitability and the growth of the national saving rate. Groningen, Holland: J. B. 
Wolters; New York: Gregory Lounz, distrib., 1960. Pp. xxi, 278. $3.75. 

Menon, C. R. B. Value economics. Calcutta: Oxford Book and Stationary, 1960. Pp. 240. 

Prouts, R. W., ed. Essays in economics and econometrics: a volume in honor of Harold 
Hotelling. Chapel Hill: Univ. of North Carolina Press, for the School of Bus. Admin., 
Univ. of North Carolina, 1960, Pp. ix, 240. $7.50. 

= K. Economic thought of Mahatma Gandhi. Bombay: Allied Publishers, 1959. 

. 32. 

Rosinson, J. Collected economic papers. Vol. 2. Oxford: Basil Blackwell, 1960. Pp. vii, 
281. 30s. 

Semmet, B. Imperialism and social reform: English social-imperial thought, 1895-1914. 
Cambridge: Harvard Univ. Press, 1960. Pp. 283. $4.50. 

Siecet, B. N. Aggregate economics and public policy. Homewood, IIl.: Irwin, 1960. Pp. xiii, 
337. Text, $6.50. 


SomBart, W. .\ilgemeine Nationalékonomie. Berlin: Duncker & Humblot, 1960. DM. 24. 
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Srarra, P. Production of commodities by means of commodities: prelude to a critique of 
economic theory. New York: Cambridge Univ. Press, 1960. Pp. xii, 99. $2.50. 

Srrotz, R. H. anp Mainvavp, E., ed. Econometrica essays in honor of Ragnar Frisch ip 
the year of his sixty-fifth birthday. A special edition of Econometrica, vol. 28, no, 2, 
April 1960. Amsterdam: North Holland, 1960. Pp. 324. $5. 

Taytor, O. H. A history of economic thought—social ideals and economic theories from 
Quesnay to Keynes. New York: McGraw-Hill, 1960. Pp. xix, 524. $7.75. 

Vaypoa, S. An introduction to linear programming and the theory of games. New York: 
John Wiley; London: Methuen, 1960. Pp. 76. 

Contribuicées para a teoria do investimento. A seminar held in April/May of 1957 under 
the direction of Dr. E. Schneider. Inst. Alta Cultura, stud. no. 3. Summaries in English 
Lisbon: Inst. Superior de Ciéncias Econ. e Financeiras, 1958. Pp. 107. 


Economic History; Economic Development; National Economies 

Aott, A. Aussenhandel und Aussenwirtschaftpolitik des Iran. Berlin: Duncker & Humblot, 
1960. Pp. 314. DM 33.60. 

Artie, R. Studies in the structure of the Stockholm economy: towards a framework for 
projecting metropolitan community development. FFI report no. 57. Stockholm: Business 
Research Inst., Stockholm School of Economics, 1959. Pp. 207. Sw. kr. 20. 

“The purpose of the present study is mainly exploratory. It is founded upon a belief 
that many tools and concepts developed in economic theory, and hitherto applied almost 
exclusively to the study of national economies, may be fruitfully applied also in the study 
of the economics of metropolitan areas and other large cities. . . .” (From the introduction.) 
It employs Leontief’s theoretical scheme; and seeks to apply national accounting concepts 
developed by Frisch; Aukrust, Bjerve and Frisch; Stone; Stone and Utting; Ohlsson; 
Aukrust; and Ruggles and Ruggles. 


Austruy, J. Structure économique et civilisation. L’Egypte et le destin économique de 
l'Islam. Développement Economique, 1. Paris: SEDES, 1960. Pp. xxi, 365. 
BaERWALD, F. Economic system analysis: concepts and perspectives. New York: Fordham 
Univ. Press, 1960. Pp. x, 113. $3. 
The author has undertaken to combine the different types of economic analysis “. . . in 
an effort to establish a consistent and adequate framework of reference for the study 
of economic development.” Particular attention is given to the U.S. economy. 


Baumcart, Krencet AND Moritz. Die Finanzierung der industriellen Expansion in der 
Bundesrepublik wahrend der Jahre des Wiederaufbaues. Berlin, 1960. 

BenuaM, F, C. anp Hottey, H. A. A short introduction to the economy of Latin America. 
New York: Oxford Univ. Press, auspices Royal Inst. Internat. Affairs, 1960. Pp. x, 169. 
$2.90. 

Byot, E. Sol og sult—Underudviklingens problem i Italien. Copenhagen: Institute of 
Economics and History, 1960. Pp. 192. 

Brack, R. D. C. Economic thought and the Irish question, 1817-1870. New York: Cam- 
bridge Univ. Press, 1960. Pp. xiv, 298. $7. 

Bouvier, J. Le Krack de l’Union générale (1878-1885). Paris: Presses:Univ. de France, 
1960. Pp. 308. NF 20. 


Cameron, E. H. Samuel Slater—father of American manufactures. Freeport, Me.: Bond 
Wheelwright Co., 1960. Pp. xvi, 206. $4. 


Carre, P. Etude ernpirique sur l’évolution des structures d’économies en état de croissance. 
Paris: Ed. du C.N.R.S., 1960. Pp. 52. NF 6. 


De Navarrete, I. M. La distribucién del ingreso y el desarrollo econédmico de México. 


México: Inst. de Investigaciones Econ., Escuela Nacional de Economia, 1960. Pp. 99. 


Dumontier, T. Economie francaise. Paris: Documentation Francaise, 1959. Pp. 256. 


NF 8.60. 
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Dumouuim, R. La structure asymétrique de I’économie algérienne. La région de Béne. 
Paris: Lib. de Médicis, 1959, Pp. 380. NF 24. 

ExsenpratH, E. Investitionen und Wirtschaftsentwicklung in der Sowjetunion. Berlin: 
Duncker & Humblot, 1959. DM 7.50. 

Gartner, L. P. The Jewish immigrant in England 1870-1914. Detroit: Wayne State Univ. 
Press, 1960. Pp. 320. $5. 

GrossMANN, B. Die wirtschaftliche Entwicklung der Volksrepublik China. Methoden und 
Probleme kommunistischer Entwicklungspolitik. Okon. Stud. 6. Stuttgart : Gustav Fischer, 
1960. Pp. xi, 412. 

Haztewoop, A., comp. The economics of ‘under-developed’ areas. An annotated reading list 
of books, articles, and official publications. 2nd enlarged ed. New York: Oxford Univ. 
Press, for Inst. of Commonwealth Studies, 1959. Pp. xii, 156. $1.40. 

Hosexrrz, B. F. Sociological aspects of economic growth. Glencoe, Ill.: Free Press, 1960. 
Pp. vi, 250. $5. 

Ivencar, S. K. A decade of planned economy. A critical examination of three successive 
plans in India. Mysore: Indian Academy of Economics, 1960. $4. 

Kurusucuev, N. N. Raising the Soviet standard of living. New York: Crosscurrents Press, 
1960. Pp. 101. 

Kévary, R. Investment policy and investment legislation in underdeveloped countries. 
Rangoon: Rangoon Univ. Press, under auspices of The Asia Foundation, 1960. Pp. xxiv, 
124. $2. 

Kveun, A. Investitionen, Investitionsfinanzierung und Wirtschaftswachstum in West- 
Berlin. Berlin, 1960. 

Kuznets, S. S. Six lectures on economic growth. Glencoe, Ill.: Free Press, 1960. Pp. 122. 

Kuznets, S., Mrrver, A. R. anp Easterttn, R. A. Population redistribution and economic 
growth, United States, 1870-1950. Pt. 2: Analyses of economic change. Philadelphia: Am. 
Philosophical Soc., 1960. Pp. xiv. 289. $5. 

Leresvre, J. L’évolution des localisations industrielles. L’example des Alpes francaises. Paris: 
Dalloz, 1960. Pp. 345. NF 16. 

Leurourn, P. Le niveau de vie des populations rurales du Ruanda-Urandi. Inst. de 
Recherches Econ. et Sociales, Univ. Lovanium de Léopoldville. Louvain: Nauwelaerts; 
Paris: Béatrice-Nauwelaerts, 1960. Pp. 420. FB 350. 

Littce, F. Deutsche Sozial- und Wirtschaftsgeschichte: ein Uberblick. 2nd ed. Berlin: 
Springer, 1960. Pp. xvi, 552. DM 48.60. 

Matensaum, W. East and West in India’s development—the economics of competitive 
coexistence. Washington: Nat. Planning Assoc., 1959. Pp. xi, 64. $1.75. 

NEGREPONTI-Dexivants, M. Influence du développement économique sur la répartition du 
revenu national. Ecole Pratique des Hautes Etudes, Dévelop. écon., no. 4. Paris: SEDES, 
1960. Pp. 492. 

Nev, L. D. Erastus Corning, merchant and financier 1794-1872. Ithaca: Cornell Univ. Press, 
1960. Pp. xi, 212. $4. 

a H. La 2éme révolution industrielle. Paris: Presses Univ. de France, 1959. 

. 152. 

Peters, H. Die unterschiedlichen Auffassungen von der Wirkung des Sparens und die 

mp Wachstumstheorie. Versuch einer Synthese. Berlin: Duncker & Humblot, 1960. 
12.80. 

RamapabHaM, V. V. The economy of Andhra Pradesh. Bombay: Asia Pub. House, 1959. 
Pp. ix, 302. 

Reuss, G. E. Produktivititsanalyse. Okonomische Grundlagen und statistische Methodik. 
Basel: Kyklos; Tiibingen: J.C.B. Mohr (Paul Siebeck), 1960. DM 17. 

Rusner, A. The economy of Israel: a critical account of the first ten years. New York: 
Praeger, 1960. Pp. xxiii, 307. $5.75. 
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Scovitte, W. C. The persecution of Huguenots and French economic development, 1689. 
1720. Berkeley and Los Angeles: Univ. of California Press, 1960. Pp. x, 497. $6.50, 
Sen, S. N. The city of Calcutta: a socio-economic survey, 1954-55 to 1957-58. Caleutta: 

Bookland Private Ltd., 1960. Pp. 271. Rs 30. 


Stott, R. G. The Western economy and its future as seen by Soviet economists, with 
contributions by Eugene Varga and others. Montreal: Internat. Film & Publications Co, 
1958, Pp. 102. 


TueEosaLp, R. The rich and the pvor. New York: Clarkson N. Potter Inc., 1960. Pp. xii, 
196. $4.50. 

The book is concerned with two groups of countries—the poor and the rich—and with 
the relations between them. “This book is designed to explore the relationships of events, to 
demonstrate that the assumptions on which policies are at present based are often in- 
appropriate, and that the steps taken on the basis of false theories worsen rather than 
improve the situation. We will see that the attainment of economic growth cannot usually 
be ensured by ‘economic actions’ but requires the existence of certain social attitudes to work 
and leisure, consumption and saving, investment and innovation.” (Pp. 10-11.) The book 
is primarily addressed to the general reader. 

Van Kraveren, J. Europiiische Wirtschaftsgeschichte Spaniens im 16 und 17. Jahrhundert. 
Stuttgart: Gustav Fischer, 1960. Pp. viii, 287. DM 46.50. 

VENKATASUBBIAH, H. Indian economy since independence. Bombay: India Pub. House, 
1958. Pp. ix, 343. 30s. 

Comparisons of the United States and Soviet economies. Supplemental statement on costs 
and benefits to the Soviet Union of its bloc and pact system: comparisons with the 
Western Alliance System. Prepared by the Central Intelligence Agency in cooperation 
with the Dept. of State and Dept. of Defense for the Subcommittee on Economic 
Statistics, Joint Econ. Committee, 86th Cong., 2nd sess. Washington: Supt. Docs., 1960. 
Pp. v, 50. 25¢. 

Le développement du Bassin du Kuznetsk. Cahiers Inst. Sci. Econ. Appliquée No. 100, 
Paris: LS.E.A., 1960. Pp. 370. 

Economic conditions in member and associated countries of the OEEC: United States, 1959, 
Washington: Organisation for European Econ. Cooperation, 1959. Pp. 41. 50¢. 

Economic survey of Latin America 1958. Prepared by the secretariat of the Econ. Comm, 
for Latin America. UN pub. 59.II.G.I. New York: Columbia Univ. Press, 1960. Pp. xi, 
160. 


Employment, population and housing on Oahu, 1951-1970. Honolulu: Bank of Hawaii 
and Hawaiian Electric Co., 1960. Pp. 107. 


Krysslépsanalyse av produksjon og innsats i Norske naeringer 1954. (Input-output analysis 
of Norwegian industries 1954.) Samfunnsgkonomiske stud. no. 9. Oslo: Statistisk Sen- 
tralbyra (Central Bureau of Stat. of Norway), 1960. Pp. 614. Kr. 3. 

Production coefficients and technological trends in Soviet industry; an input-output analysis 
of machinery construction. Chapel Hill: Univ. of North Carolina, Inst. for Research in 
Soc. Sci., 1959. var. pagings. 

Sweden’s economy, 1959—an economic survey. Stockholm: Svenska Handelsbanken, 1960. 
Pp. 59. 

Textes de droit économique et social francais, 1789-1957. Paris: A. Colin, 1960. NF 26. 


Statistical Methods; Econometrics; Social Accounting 
EasterrreLp, T. E. Productivity measurement in Great Britain. A survey of recent work. 
London: Dept. Sci. and Indus. Research, 1959. Pp. ii, 79. 


Freunp, J. E. Modern elementary statistics. 2nd ed. Englewood Cliffs, N.J.: Prentice-Hall, 
1960. Pp. x, 413. $6.75. 


Freunp, J. E., P. E., anp Miter, I. Manual of experimental statistics. Engle- 
wood Cliffs, N.J.: Prentice-Hall, 1960. Pp. viii, 132. $3.95. 
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Grossman, G. Soviet statistics of physical output of industrial commodities—their compila- 
tion and quality. Nat. Bur. Econ. Research No. 69, gen. ser. Princeton: Princeton Univ. 
Press, 1960. Pp. xiii, 151. $4.50. 

Meer, R. C. An introduction to mathematics for business analysis. New York: McGraw- 
Hill, 1960. Pp. x. 283. $6.95. 

OrrenHEIMER, J. Modéles économétriques et structure des nations. Paris: Edit. du Centre 
Nat. de la Recherche Sci., 1960. Pp. 94. NF 11. 

Smatu, C. F. anp Leaso, D. A. Basic statistics for business economics. Homewood, IIL. : 
Irwin, 1960. Pp. xi. 301. Text, $6. 

Historical statistics of the United States: colonial times to 1957. A Statistical Abstract 
suppl. Prepared by the Bur. Census and Social Science Research Council. Washington: 
Supt. Docs., 1960. Pp. xi. 789. $6. 

Indian economics year book 1959-60. Allahabad: Kitab Mahal, 1959. Pp. v, 266. Rs 3. 

Industrial production, 1959 revision. Washington: Board of Governors, Fed. Reserve 
System, 1960. Pp. 229, $1. 

The book provides a detailed description of the new features of the revised index, and of 
the methods used in its compilation. Analytical aspects of the revised index relating to 
industrial classification, market groupings, output-per-manhour adjustments, seasonal fluc- 
tuations, and weighting and other base period considerations are also presented. Complete 
tables are provided for the period 1947-58. 

Patterns of industrial growth 1938-1958. Prepared by Stat. Off., Dept. Econ. and Soc. 
Affairs. UN pub. 59.XVII.6. New York: Columbia Univ. Press, 1960. Pp. viii, 471. $8.50. 


Statistical abstract of the United States, 81st ed. Washington: Dept. of Commerce, 1960. 
Pp. xii, 1040. 

The statesman’s year-book 1960-1961. Ninety-seventh publication. Ed. by S. H. Steinberg. 
New York: St. Martin’s Press, 1960. Pp. xxvi, 1677. 


Economic Systems; Planning and Reform; Cooperation 


Doss, M. An essay on economic growth and planning. New York: Monthly Review Press, 
1960. Pp. vii, 119. $3.50. 


Syzos-Lasin1, P. Economie capitalistiche ed economie pianificate. Bari: Edit. Laterza, 1960. 
Pp. 246. L. 2,000. 

Uram, A. B. The unfinished revolution—an essay on the sources of influence of Marxism 
and communism. New York: Random House, 1960. Pp. 307. $* 


Watticu, H. C. The cost of freedom: a new look at capitalism. New York: Harper, 1960. 

Pp. x, 178. $3.75. 

“The message that the book carries can be put in simplest terms. Our free economy has 
been highly successful. To obtain its full benefits, we must accept the need for certain 
efforts and sacrifices. We must maintain strong incentives and vigorous competition, and 
must be prepared to live with some of the consequences that these arrangements imply. . . . 
The ultimate value of a free economy is not production, but freedom, and freedom comes 
not at a profit, but at a cost.” (From the preface.) 

Weiss, J. Moses Hess: Utopian socialist. Detroit: Wayne State Univ. Press, 1960. Pp. 77. 
$1.95. 


Business Fluctuations 
Kénter, C. Conjoncture économique allemande, Bull. no. 757 with suppl. Paris: SEDES, 
1960. Pp. 38. 


Employment, growth, and price levels. Report of the Joint Economic Committee, 86th 
Cong., 2nd sess., with minority, supplemental, and additional views. Washington: Supt. 
Docs., 1960. Pp. 156. 


The quality and economic significance of anticipations data. A conference of the Univer- 
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sities—Nat. Bureau Com. for Econ. Research. Princeton: Princeton Univ. Press, 1969, 

Pp. xi, 466. $9. 

“Part I contains two papers whose authors look normatively at the planning process— 
working back from the problems to be decided into the forecasts needed for rational 


decision.” . . . “In Part II are the papers which focus most sharply on the formation of 
expectations.” .. . “Part III is devoted primarily to reports on series not previously avail. 
able for systematic professional scrutiny.” . . . “Part IV brings together reviews of series 


already scrutinized at earlier conferences but so important that review should be fairly 
continuous.” (From the introduction.) 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Arnot, H. W. The Australian trading banks. 2nd ed. Melbourne: F. W. Cheshire, 1960, 
Pp. ix, 238. 30s. 

Avusurn, H. W., ed. Comparative banking in Austria: Belgium: Finland: France: Germany: 
Greece: Italy : Netherlands: Norway: Portugal: Spain: Sweden: Switzerland: Turkey; 
United Kingdom: U.S.A.: the U.S.S.R. London: Waterlow & Sons Ltd., 1960. Pp. x, 
118. 17s 6d. 

Bisson, A. Institutions financiéres et économiques en France. Paris: Berger-Levrault, 1960, 
Pp. 328. NF 18. 

Crotzau, J. T. A national central credit society and the liquidity problem of the credit 
union movement. Madison, Wis.: Credit Union Nat. Assoc., 1960. Pp. 47. 

pe Beers, J. S. A study of Puerto Rico’s banking system. San Juan: Finance Council of 
Puerto Rico, 1960. Pp. 160. 

Euten, K. J. Die Filialgrossbanken. Entwicklung und Stellung im deutschen Kreditsystem, 
Stuttgart : Gustav Fischer, 1960. Pp. vii, 139. DM 16. 

Ferret, H. Die Anwendbarkeit der modernen Kreditschépfungslehre auf die besondere Art 
des Sparkassengeschifts. Berlin: Duncker & Humblot, 1959. DM 28. 

Lent, G. E. The changing structure of commercial banking. Tuck bull. 24. Hanover: 
Amos Tuck Sch. Bus. Admin., Dartmouth College, 1960. Pp. 30. 

McCates, W. F. How much is a $. The story of money and banks. San Antonio, Texas; 
Naylor, 1960. Pp. xiii, 128. $2. 

Netson, O. M. Our legalized monetary swindles. New York: Vantage, 1960. Pp. 94. $2.75, 

Wetrimnc, W. Money & banking in the American economy. Washington: Council for 
Advancement of Secondary Education, 1960. Pp. 104. 

Wiynuotps, H. W. J. The budget theory of money. Amsterdam: The Academic Press, 1960. 
Pp. 227. 

In his preface the author points out that, although “this book is a text on the pure 
theory of money,” he has “. . . tried to detect why existing theories could not explain 
certain facts and situations and endeavoured to eliminate the mistakes made.” 

Memoria de la XXVI Convencién Bancaria, April 28, 1960 Revista Bancaria, vol 8 (2). 
Mexico City: La Asociacion de Banqueros de Mexico, 1960. Pp. 120. 

Study of mortgage credit. Report of the Subcommittee on Housing to the Senate Com- 
mittee on Banking and Currency, Apr. 15, 1960. Washington: Supt. Docs., 1960. Pp. 75. 

Tight money and rising interest rates . . . and the damage they are doing. Washington: 
Conference on Econ. Progress, 1960. Pp. 77. 50¢. 


Public Finance; Fiscal Policy 
Baxer, R., Greason, D. H., Grrpm, E. R. anp oTHers. Taxation and operations abroad. 
Symposium conducted by the Tax Institute, Dec. 3-4, 1959. Princeton: Tax Inst., 1960. 
Pp. 308. $6. 
Borxar, V. V. Public finance and full employment with special reference to underdeveloped 
areas. Econ. ser. no. 9. Bombay: Univ. of Bombay, 1959. Pp. 179. Rs 12.50. 
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> Brazer, H. E. A program for federal tax revision. Michigan pamph. no. 28. Ann Arbor: 


Inst. Pub. Admin., Univ. of Michigan, 1960. Pp. 50. 


BucHANAN, J. M. The public finances: an introductory textbook. Homewood, IIl.: Irwin, 
1960. Pp. xvi, 553. Text ed., $7.50. 

Cavtzy, T. J. Public finance and the general welfare. Columbus: Charles E. Merrill Books, 
1960. Pp. xvi, 398. 

De Latrre, A. Les finances extérieures de la France 1945-1958. Paris: Presses Univ. de 
France, 1959. Pp. 391. NF 18. 

DeteroxTrig, N. AND Morice, J. Les revenus départementaux en 1864 et en 1954. Paris: 
A. Colin, 1959. Pp. xii, 340. NF 19. 

Fisner, G. W. Financing Illinois government. A report of the Inst. of Government and 
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Labor’s public responsibility. A symposium. Madison, Wis.: Nat. Inst. of Labor Educ., 
1960. Pp. 190. $2. 

Manpower problems. Hearings before the Subcommittee on Employment and Manpower 
of the Senate Committee on Labor and Public Welfare, 86th Cong., 2nd sess., June 
14-15, 1960. Washington: Supt. Docs., 1960. Pp. 117. 

Membership directory: Industrial Relations Research Association. New York: IRRA, 
1960. Pp. ix, 183. $4.50. 

Minimum wage-hour legislation. Pt. 3. Hearings before the Subcommittee on Labor 
Standards of the House Committee on Education and Labor, 86th Cong., 2nd sess., 
May 10-19, 1960. Washington: Supt. Docs., 1960, Pp. 627. 

Ocupacién y desocupacién: Gran Santiago. Santiago: Inst. de Economia, Univ. de Chile, 
1960. Pp. iv, 18. 

The protection of trade union funds and property. Stud. and rept. n.s. no. 58. Geneva: 
Internat. Labour Office, 1960. Pp. iv, 200. $2. 

Special surveys of the labor force: an annotated bibliography. Washington: Off. Stat. 
Standards, Bur. of the Budget, 1960. Pp. 28. 

1960 Study of industrial retirement plans including analyses of complete programs recently 
adopted or revised. New York: Bankers Trust Co., 1960. Pp. 229. 


Population; Welfare Programs; Standards of Living 

Fespach, M. The soviet statistical system: labor force recordkeeping and reporting. 
Internat. population stat. reports, ser. p-90, no. 12. Washington: U.S. Dept. of Commerce, 
Bur. of the Census, 1960. Pp. vi, 151. 45¢. 

Hatswacus, M. Population and society: introduction to social morphology. Transl. from 
aa by O. D. Duncan and H. W. Pfantz. Glencoe, Ill.; The Free Press, 1960. Pp. 207. 

50, 

Mitucan, R. D. A quadrifactor theory of consumption expenditures. Champaign, Ill.: 
Illini Union Bookstore, 1960. Pp. iii, 64. $2.30. 

Netter, F. La sécurité sociale et ses principes. 2nd ed. Paris: Sirey, 1959. Pp. 415. NF 22. 

Rousszav, R. La population de la Savoie jusqu’en 1861. Nombre d’habitants pour chaque 
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commune des deux actuels départements savoyards, du milieu de xviiie au milieu dy 
xixe siécle. Démographie et sociétés no, 1. Paris: S.E.V.P.E.N., 1960. Pp. xviii, 253, 

Savvy, A. La montée des jeunes, Paris: Calmann-Lévy, 1959. Pp. 264. 

Vimont, Cr. La population active. Evolution passée et prévisions. Paris: Presses Univ, de 
France, 1960, Pp. xvi, 192. NF 12. 

Antecedentes legales de ocho cajas de previsién. Rev. ed. Santiago: Inst. de Economia, 
Univ. de Chile, 1960. Pp. x, 169. 

Establish a department of consumers. Hearings before the Subcommittee on Reorganization 
and International Organizations of the Senate Committee on Government Operations, 
86th Cong., 2nd sess., June 23-24, 1960. Washington: Supt. Docs., 1960. Pp, 137. 


Related Disciplines 

Apert, E. M. C. orHers. A selected bibliography on values, ethics, 
and esthetics in the behavioral sciences and philosophy, 1920-1958. Glencoe, Ill: The 
Free Press, 1960. Pp. xviii, 342. $7.50. 

Dantets, R. V. The conscience of the revolution—communist opposition in Soviet Russia. 
Russian Research Center stud. 40. Cambridge: Harvard Univ.. Press, 1960. Pp. xi, 526, 
$10. 

Dresset, P. L. ann Lormaer, M. F. Attitudes of liberal arts faculty members toward 
liberal and professional education. New York: Bur. of Publications, Teachers College, 
Columbia Univ., for the Inst. of Higher Educ., 1960. Pp. viii, 55. $1.75. 

Ecxstein, H. Pressure group politics. The case of the British Medical Association. Stan- 
ford: Stanford Univ. Press, 1960. Pp. 168. $3.75. 

Fivxiez, J. L. The President makes a decision: a study of Dixon-Yates. Univ. of Michigan, 
Michigan gov. stud., no. 39. Ann Arbor: Inst. of Pub. Admin., Univ. of Michigan, 1960, 
Pp. vii, 204. $3.50. 

Harrison, M. Trade unions and the Labour Party since 1945. Detroit: Wayne State Univ. 
Press, 1960. Pp. 360. $4.95. 

Huserman, L. anp Sweezy, P. M. Cuba: anatomy of a revolution. New York: Monthly 
Review Press, 1960. Pp. xii, 173. $3.50. 

Lewis, P. R. The literature of the social sciences—an introductory survey and guide. 
London: Library Assoc., 1960. Pp. xx, 222. 28s. 

Luvxez, L. Ecuador: country of contrasts. 3rd ed. New York: Oxford Univ. Press, auspices 
of Royal Inst. of Internat. Affairs, 1960. Pp. ix, 193. $4. 

Lirset, S. M. anv Benorx, R. Social mobility in industrial society. Berkeley and Los 
Angeles: Univ. of California Press, 1960. Pp. xxi, 309. $1.95. 

Marzant, C. ano Perto, V. Dollars and sense of disarmament. New York: Marzani & 
Munsell, 1960. Pp. xiv, 240. $3. 

Meynaup, J. Les groupes de pression. Paris: Presses Univ. de France, 1960. Pp. 128. NF 2. 

Mut, A. J., ed. John Mill’s boyhood visit to France—being a journal and notebook 
written by John Stuart Mill in France, 1820-21. Toronto: Univ. Toronto Press, 1960. 
Pp. xxxi, 132. $5. 


Norturop, F. S. C. Philosophical anthropology and practical politics. New York: Mac- — 


millan, 1960. Pp. x, 384. $6.50. 


Stepnenson, G. T. Estates and trusts. 3rd ed. New York: Appleton-Century-Crofts, — 


1960. Pp. xii, 441. $6. 

Watton, A. D. ano Anprews, F. E., ed., assisted by Lewis, M. O. The foundation 
directory. Ed. 1. New York: Russell Sage Foundation, 1960. Pp. iv, 817. $10. 
Includes 5,202 foundations, with information as to general purpose and activities, any 

special limitations, assets, grants for recent year, etc. 

Selected list of unclassified publications of the economics division of the RAND Corpora 

tion. U. S. Air Force, Project RAND, RM 821-7. Santa Monica: RAND Corp., 1960 
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General Economics; Methodology 
Brenaymt, A. Institutions et facteurs sociologiques dans la théorie économique. Rev. 
Econ., May 1960. pp. 414-42. omnaty 


CourricnaL, L. Sciences économiques et Cybernétique de l’Economie. Cahiers I’Inst. de 
Sci. Econ. Appliquée, no. 98, Feb. 1960. pp. 3-56. 

Dett’Oro, A. M. Le scienze formali e l’economia. (With English summary.) Riv. Internaz. 
di Sci. Econ. e Com., May 1960. pp. 401-13. 

Menta, J. K. The true nature of economic generalisations. Indian Jour. Econ., Apr. 1959, 
pp. 371-82. 

Mortara, G. Considerazioni sulle previsioni economiche. Giorn d. Econ., Jan.-Feb. 1960, 
pp. 45-66. 

Setten, R. Bewertung strategischer Spiele. Zeitschr. f. die ges. Zeitschr. f. die ges. 
Staatswiss., 1960, 116 (2), pp. 221-82. 

Wernet, W. Wissenschaftliche Begriffsbildung im Bereich des dezentralen Gewerbes, I. 
Zeitschr. f. die ges. Staatswiss., 1960, 116 (2), pp. 304-49. 


Wiircter, H. Die obersten Zielsetzungen der Wirtschaftspolitik. Schweiz. Zeitschr. f. 
Volkswirtschaft und Stat., June 1960. pp. 195-227. 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 
Amant, J. Le capital fixe et le capital circulant chez Karl Marx. Annales de Sci. Econ. 
Appliquées, May 1960. pp. 235-77. 
Bearp, T. R. Progressive income taxation, income redistribution and the consumption 
function. Nat. Tax Jour., June 1960, pp. 168-77. 
Bett, J. F. Adam Smith, clubman. Scot. Jour. Pol. Econ., June 1960, pp. 108-16. 
Bernptson, H. Om investeringarnas inkomsteffekt i Finland 1948-1956. Ekon. Samfundets 
Tids., 1960, 13 (2), pp. 104-17. 
Beumirr, A. Loi a intérét simple et loi a intérét composé, selon le mode habituel. Annales 
de Sci. Econ. Appliquées, May 1960, pp. 185-201. 
Brack, R. D. C. Jevons and Cairns. Economica, Aug. 1960, pp. 214-32. 
Brake, J. The political economy of labor. Sci. and Soc., Summer 1960, pp. 193-206. 
Bousquet, G.-H. Quelques gloses en marge des théories de l’épargne, de l’intérét et des 
investissements. Rev. d’Econ. Pol., May-June 1960. pp. 530-45. 


———. Remarques diverses sur une question fundamentale negligée de la science écono- 
mique. Giorn d. Econ., Jan.-Feb. 1960, pp. 26-44. 

Brameitia, F. Riflessi della distribuzione dei redditi sui consumi. L’industria, 1960, 2, pp. 
172-95. 

Carré, F. La politica pubblica e i “prezzi amministrati.” Giorn. d. Econ., Mar.-Apr. 1960, 
pp. 137-57. 

Curman, J. S. The foundations of utility. Econometrica, Apr. 1960, pp. 193-224. 

Ciammonrte, F. Friedrich List and the historical concept of balanced growth. Indian Econ. 
Rev., Feb. 1959, pp. 24-44. 

DE tA Torre ve Micuet, J. M. El andlisis de las curvas de transformacién. Moneda y 
Crédito, Mar. 1960, pp. 3-34. 


Devaup, L. anv Sorart, L. Note sur une étude de Mrs. Joan Robinson & propos de la 
théorie de la répartition. Rev. d’Econ. Pol., May-June 1960, pp. 419-28. 
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Duar, T. N. On the possibility of optimum (unique) equilibrium in Mill’s Reciprocal 
Demand. Indian Jour. Econ., Apr. 1959, pp. 383-98. 


Durrez-Reicnert, C. Le temps de la macroéconomie. Cahiers Econ. de Bruxelles, no, 1, 
June 1960, pp. 431-44. 


Estrur, H. Nogle kommentarer til en vaekstmodel. Nationalgk. Tids., 1960, 98 (1-2), 
pp. 47-64. 


Fatise, M. L’analyse de la répartition du revenu national de N. Kaldor. Rev. d’Beon, 
Pol., May-June 1960, pp. 393-418. 


Fetter, F. W. The economic articles in Blackwood’s Edinburgh magazine, and their 
authors. Scot. Jour. Pol. Econ., June 1960, pp. 85-107. 


Finpiay, R. Economic growth and the distributive shares. Rev. Econ. Stud., June 1960, 
pp. 167-78. 


Gotriies, M. On the short-run cost function. Jour. Indus. Econ., June 1960, pp. 241-48, 
Harrop, R. Second essay in dynamic theory. Econ Jour., June 1960, pp. 277-93. 


Hu, T. P. A pilot survey of incomes and savings. Bull. Oxford Univ. Inst. Stat., May 
1960, pp. 131-42. 


Hovces, D. C. The anatomy of exploitation. Sci. and Soc., Summer 1960, pp. 228-45. 


Horzman, F. D. Inflation: correction and restatement. Am. Econ. Rev., Sept. 1960, 
pp. 723-24. 

Hosmatin, G. Der soziologische Ansatz und die Skonomische Theorie der Einkommens- 
verteilung in Frankreich. Jahrb. f. Nationalék. und Stat., July 1960, pp. 273-302. 

HoutHaxkker, H. S. Additive preferences. Econometrica, Apr. 1960, pp. 244-57. 

Jaxscn, H. J. Quelques modéles macroéconomiques de la répartition du revenu national, 
contributions allemandes 1930-1960. Rev. d’Econ. Pol., May-June 1960, pp. 429-62. 

Jounson, L. L. The theory of hedging and speculation in commodity futures. Rev. Econ. 
Stud., June 1960, pp. 139-51. 

Jorcenson, D. W. Growth and fluctuations: a causa] interpretation. Quart. Jour. Econ, 
Aug. 1960, pp. 416-36. 

———. On stability in the sense of Harrod. Economica, Aug. 1960, pp. 243-48. 

KantTorovica, L. On the calculation of production inputs. Prob. Econ., May 1960, pp. 3-10. 

Kantzenpacu, E. Bediirfnisstruktur und Gesellschaftsordnung. Jahrb. Sozialwissensch., 
1960, 11 (1), pp. 17-31. 

Kueerexorer, S. Vervangingswaarde en alternatieve kosten. De Economist, May-June 
1960, pp. 335-48. 

Kren, L. R. Some theoretical issues in the measurement of capacity. Econometrica, Apr. 
1960, pp. 272-86. 

Koopmans, T. C. Stationary ordinal utility and impatience. Econometrica, Apr. 1960, 
pp. 287-309. 

Korner, E. Investitionsmultiplikator und Horten. Schmollers Jahrb., 1960, 80 (3), pp. 39 
88. 

Koztov, V. Some theoretical problems of national economic effectiveness of utilization of 
machines. Prob. Econ., May 1960, pp. 11-15. 

Kurreara, K. K. Real balances, expectations and employment. Econ. Jour., June 1960, 
pp. 320-24. 

Lampert, H. Die Preisfiihrerschaft. Versuch einer umfassenden Darstellung. Jahrb. f 
Nationalék. und Stat., June 1960, pp. 203-39. 

Lance, O. The output-investment ratio and input-output analysis. Econometrica, Apr. 
1960, pp. 310-24. 


Levive, R. A. anv Rarvey, R. B. Random variations and sampling models in production 
economics. Jour. Pol. Econ., June 1960, pp. 219-31. 
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Luwoserc, E. Kalkylranta och investeringsinriktning. (Profitability requirements and in- 
vestment choice.) Ekon. Tids., May 1960, pp. 75-99. 

Maccmtoro, A. Un classico dell’antisocialismo: Alfred Marshall. I, I. (With English 
summary.) Riv. Internaz. di Sci. Econ. e Com., June 1960, July 1960, pp. 581-89; 
667-79. 

Mann, F. K. Institutionalism and American economic theory: a case of interpenetration. 
Kyklos, 1960, 13 (3), pp. 307-26. 

Marcwat, J. Les modéles macroéconomiques de la répartition du revenu national de K. E. 
Boulding. Rev. d’Bcon. Pol., May-June 1960, pp. 324-92. 

———-.. Note complémentaire sur le modéle de répartition du revenu national proposé par 
Nicholas Kaldor. Rev. d’Econ. Pol., May-June 1960, pp. 463-529. 

Marty, A. The aggregate supply function. Metroeconomica, Dec. 1959, pp. 179-87. 

MisHan, E. J. A survey of welfare economics, 1939-1959. Econ. Jour., June 1960, pp. 197- 
265. 

Mortsp1ma, M. Economic expansion and the interest rate in generalized von Neumann 
models. Econometrica, Apr. 1960, pp. 352-63. 

——~. On the three Hicksian laws of comparative statics. Rev. Econ. Stud., June 1960, 
pp. 195-201. 

. The problem of intrinsic complementarity and separability of goods. Metro- 
economica, Dec. 1959, pp. 188-202. 

Nicuots, A. Economic efficiency and the regulation of competition. Schweiz. Zeitschr. f. 
Volkswirtschaft und Stat., June 1960, pp. 156-70. 

Nutamo, O. E. Selitysmallista ja todellisuudesta. (With English summary.) Kansantaloudel- 
linen Aikakauskirja, 1960, 2, pp. 185-99. 

Patet, S. J. Savings, investment and economic growth: a dynamic approach. Indian Econ. 
Rey., Aug. 1959, pp. 128-34. 

Pen, J. Op zoek naar de grote constante. De Economist, July-Aug. 1960, pp. 481-94. 

Peston, M. H. Income distribution in the Edgeworth box diagram. Econ. Jour., June 
1960, pp. 331-35. 

Portmans, J. L’élasticité des dépenses de consommation en Belgique. Cahiers Econ. de 
Bruxelles, no. 7, June 1960, pp. 419-30. 

Ruein, E. Die Theorie des unvollkommenen Wettbewerbs und ihre Anwendung auf den 
Wettbewerb im Einzelhandel. Jahrb. Sozialwissensch., 1960, 11 (1), pp. 65-93. 

Samuetson, P. A. An extension of the LeChatelier principle. Econometrica, Apr. 1960, 
pp. 368-79. 

Saur, W. Werttheoretische Studien. Zeitschr. f. die ges. Staatswiss., 1960, 116 (2), pp. 350- 
53. 

Scunewer, E. Hans von Mangoldt on price theory: a contribution to the history of mathe- 
matical economics. Econometrica, Apr. 1960, pp. 380-92. 

ScHwartzMAn, D. Monopoly and wages. Can. Jour. Econ, Pol. Sci., Aug. 1960, pp. 428-38. 

Suvcer, K. The logic of pure expansion. Jahrb. Sozialwissensch., 1960, 11 (1), pp. 32-64. 

yes B. Capita! investments and rates of expanded production. Prob. Econ., June 
1960, pp. 11-17. 

Srevers, A. Conjuncturele begrotingsanalyse. De Economist, July-Aug. 1960, pp. 495-526. 

Stossz, A. Kurzfristige und langfristige Bestimmungsgriinde der Einkommensverteilung. 
Schweiz. Zeitschr. f. Volkswirtschaft und Stat., June 1960, pp. 131-55. 

Stonz, R. anv Rowe, D. A. The durability of consumers’ goods. Econometrica, Apr. 1960, 
pp. 407-16. 

Sryxott, S. anv Eastman, H. C. A model for the study of protected oligopolies. Econ. 
Jour., June 1960, pp. 336-47. 


Uzawa, H. Walras’ tatonnement in the theory of exchange. Rev. Econ. Stud., June 1960, 
pp. 182-94. 
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Vatvio, F. Talouselamin paidpiirteet kiertokulkukaavioiden valossa. (With English sum. 
mary.) Liiketaloudellinen Aikakauskirja, 1960, I, pp. 25-42. 

VaLenTINI, G. Pubblicita e forme di mercato. (With English summary.) Riv. Internaz 
di Sci. Econ. e Com., May 1960, pp. 452-66. 

Varca, S. Freie und wirtschaftliche Giiter. Jahrb. f. Nationalék. und Stat., July 1960, 
pp. 303-14. 

Voscerav, H.-J. Monopol und Werbung. Zeitschr. f die ges. Staatswiss., 1960, 116 (2), 
pp. 203-20. 

Watters, A. A. Marginal productivity and probability distributions of factor services, 
Econ. Jour., June 1960, pp. 325-30. 

Wirtrocet, K. A. The Marxist view of Russian society and revolution. World Pol., July 
1960, pp. 487-508. 
Worxinc, H. Speculation on hedging markets. Food Research Inst. Stud., May 1960, 

pp. 185-220. 


Wages and interest—a modern dissection of Marxian economic models: comment by 
F. M. Gottheil; reply by P. A. Samuelson. Am. Econ. Rev., Sept. 1960, pp. 715-20, 


Economic History; Economic Development; National Economies 

Atexanper, A. P. Industrial entrepreneurship in Turkey: origins and growth. Econ, 
Develop. and Cult. Change, Part I, July 1960, pp. 349-65. 

Antstmmov, G. The motive forces of technological progress in the USSR at its present 
stage of ‘development. Prob. Econ., May 1960, pp. 16-22. 

Bavupin, L. La Yougoslavie et le communisme. Kyklos, 1960, 73 (3), pp. 327-45. 

Berc, E. J. The economic basis of political choice in French West Afgrica. Am. Pol. Sci. 
Rev., June 1960, pp. 391-405. 

Betrerueim, C. Subdesarrollo y planificacién. De Economia, Apr.-June 1960, pp. 387-400. 

Brack, E. R. The age of economic development. Econ. Jour., June 1960, pp. 266-76. 

Biapyexk, M. Progresos de la produccién checoslovaca observados en la geografia del pais. 
Investigacion Econ., 1960, 20 (2), pp. 373-94. 

Brozen, Y. Trends in industrial research and development. Jour. Bus. Univ. Chicago, 
July 1960, pp. 204-17. 

Capaccio.i, E. Funzioni dello Stato e disciplina giuridica dell’economia di fronte al pro- 
gresso tecnologico. Riv. Internaz. di Sci. Econ. e Com., Aug. 1960, pp. 714-34. 

Castitto, C. M. En torno a dos estudios sobre planificacién econédmica en Costa Rica. 
El Trimestre Econ., July-Sept. 1960, pp. 397-409. 

Cuenery, H. B. Patterns of industrial growth. Am. Econ. Rev., Sept. 1960, pp. 624-54. 

Crist, R. E. Land for the fellahin, XII. Am. Jour. Econ. Soc., July 1960, pp. 427-33. 

Detivanis, D, J. Griechenlands Wiederaufbau und Stellung in der Weltwirtschaft. Zeitschr. 
f. dei ges. Staatswiss., 1960, 116 (2), pp. 283-303. 

pu Torr Virjoen, S. P. Some issues in regard to the development of underdeveloped coun- 
tries, with special reference to the role of the Union in the development of Africa. Fin. 
and Trade Rev., Mar. 1960, pp. 29-41. 

EnxgE, S. Preliminary thoughts about India’s Third Five Year Plan. So. Afr. Jour. Econ., 
June 1960, pp. 102-18. 

Frumianl1, A. Esportazioni e potere d’acquisto dei Paesi arretrati dell’Asia e dell’Estremo 
Oriente. (With English summary.) Pol. d. Scambi, May-June 1960, pp. 5-16. 

Harewoop, J. Overpopulation and underemployment in the West Indies. Internat. Lab. 
Rev., Aug. 1960, pp. 103-37. 

Harootunian, H. D. The economic rehabilitation of the samurai in the early Meiji period. 
Jour. Asian Stud., Aug. 1960, pp. 433-44. 

Hinton, H. C. Intra-party politics and economic policy in Communist China. World Pol., 
July 1960, pp. 509-24. 


fl 
a 
ah 
{ | 
| 
| 
| | 
| 
| 
| 
| 
| | 
| | 


PERIODICALS 1145 


Hosexrrz, B. F. Urbanization in India. Kyklos, 1960, 13 (3), pp. 361-72. 

Huysrecus, J. Kongo op de drempel van zijn onafhankelijkheid. (With English summary.) 
Tijdschrift v. Econ., 1960, 5 (2), pp. 137-66. 

lorre, Ia. The level of labor productivity in the USSR and the USA. Prob. Econ., July 
1960, pp. 25-32. 

James, P. E. Implications of the race between ecnomics and population in Latin America. 
Annals Am. Acad. Pol. Soc. Sci., July 1960, pp. 95-102. 

Jaswy, N. Peasant-worker income relationships: a neglected subject. Soviet Stud., July 
1960, pp. 14-22. 

Jowansen, L. Rules of thumb for the expansion of industries in a process of economic 
growth. Econometrica, Apr. 1960, pp. 258-71. 
Jones, W. O. Economic man in Africa. Food Research Inst. Stud., May 1960, pp. 107-34. 
Kenve, P. Changes in the economic structure, national income and living standards in post- 
war Hungary. I, II. The Review (Brussels), Apr. 1960, July 1960, pp. 56-108; 30-58. 
Kétiner, L. Die Problematik der Typenbildung fiir Entwicklungsliinder. Schmollers Jahrb, 
1960, 80 (4), pp. 69-82. 

Kuznets, S. Capital formation proportions: international comparisons for recent years. 
Econ. Develop. and Cult. Change, Part II, July 1960, pp. 96. 

Maranos, G. J. anp THomassen, H. An econometric model of the United States: 1947-58. 
So. Econ. Jour., July 1960, pp. 18-27. 

NaxasHima, S. A proposal for Asian economic development. Asian Affairs, Oct. 1959, 
pp. 4-16. 

Netson, R. R. Growth models and the escape from the low-level equilibrium trap: the 
case of Japan. Econ. Develop. and Cult. Change, Part I, July 1960, pp. 378-88. 

Osuima, H. T. Investment criteria, saving propensity and economic development. Indian 
Jour. Econ., Apr. 1959, pp. 399-412. 

Osrranver, F. T. Problems of African economic development. Orbis, Summer 1960, 
pp. 192-203. 

PaarLBerG, D. The economic challenge of the Soviet Union. Jour. Bus. Univ. Chicago, 
Apr. 1960, pp. 93-100. 

Paranpreou, A. G. Agenda per una politica di sviluppo economico. (With English sum- 
mary.) Riv. Internaz, di Sci. Econ. e Com., July 1960, pp. 636-46. 

Patet, S. J. Prospettive di esportazione e sviluppo economico: il caso dell’India. (With 
English summary.) Mondo Aperto, July-Aug. 1960, pp. 169-87. 

Rices, F. W. Circular causation in development and local government: the Philippines 
as a test case. Econ. Develop. and Cult. Change, Part I, July 1960, pp. 389-418. 

RosenBerc, N. Capital formation in underdeveloped countries. Am. Econ. Rev., Sept. 1960, 
pp. 706-14. 

Rosst, L. Problemi e prospettive del “quadro economico” italiano. (With English sum- 
mary.) Riv. Internaz. di Sci. con. e Com., July 1960, pp. 601-19. 

Rouquer LA Garrigue, V. La situation économique de l’Algérie, avril 1957 & mai 1959. 
II. Annales de Sci. Econ. Appliquées, May 1960, pp. 203-33. 


Sante, J. L. The social anthropology of economic underdevelopment. Econ. Jour., June 
1960, pp. 294-303. 


Samparo, A. Inflation and economic growth. Giorn. d. Econ., Mar.-Apr. 1960, pp. 158-222. 

SANTORELLI, P. La théorie et la politique économique de développement régional. [ and II. 
Vie Econ. et Soc., May, July-Sept. 1960, pp. 157-78; 263-84. 

Smorm, V. I modelli di sviluppo economico: un’analisi comparata. (With English Sum- 
mary.) Econ. Internaz., May 1960, pp. 217-60. 
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L’industria, 1960, 2, pp. 233-40. 
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Turen, T. T. Some non-economic factors in the economic development of un 
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196-211. 

Rutt Sasaté, A. La contabilidad nacional en Francia. Moneda y Crédito, Mar. 1960, 
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Scuuttze, C. L. Creeping inflation; causes and consequences. Bus. Horizons, Summer 
1960, pp. 65-77. 
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Harats, S. E. AnD OTHERS. Controversial issues in recent monetary policy: a symposium, 
Rev, Econ. Stat., Aug. 1960. pp. 245-82. 

Hoxtrop, M. W. De relatieve verantwoordelijkheid van overheid en centrale bank voor de 
beheersing van inflatie. De Economist, May-June 1960, pp. 305-34. 

LassupRIE-DucHENE, B. Les rapports du pouvoir monétaire et du pouvoir financier et les 
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Public Finance; Fiscal Policy 
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Guose, D. C. The case for indirect taxation in under-developed countries. Asian Econ. 
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, J. A. Fees and service charges as a course of city revenues: a case study of 
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Srupensxi, ¥’. State taxes threaten U.S. common market. Harvard Bus. Rev., July-Aug. 
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International Economics 
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Cuaupuuri, A. K. Adam Smith on international economics. Asian Econ. Rev., May 1960, 
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Garnicx, D. H. On the economic feasibility of a Middle Eastern common market. Mid. 
East Jour., Summer 1960, pp. 265-76. 

Heymann, H., Jr. Soviet foreign aid as a problem for U.S. policy. World Pol., July 
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Martin, E. M. New trends in United States economic foreign policy. Annals Am. Acad 
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McLauca.in, D. H. The dollar versus gold. So. Afr. Bankers’ Jour., May 1960, pp. 44-69, 


Micnarty, M. The shares of countries in world trade. Rev. Econ. Stat., Aug. 1960, 
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Murpuy, J. C. International investment and the national interest. So. Econ. Jour,, July 
1960, pp. 11-17. 
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Davis, R. E. Direct costing—-will general acceptance follow management acceptance ? 
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Carstairs, A. M. ann Core, A. V. Recent developments in the jute industry. Scot. Jour. 
Pol. Econ., June 1960, pp. 117-33. 

Carter, A. P. Investment, capacity utilization, and change in input structure in the tin 
can industry. Rev. Econ, Stat., Aug. 1960, pp. 283-91. 

Foss, M. F. ano Lrezow1tz, W. Investment in fuel and power industries. Surv. Curr. Bus., 
June 1960, pp. 18-24. 

Foster, C. D. The cost of financing the nationalised industries. Bull. Oxford Univ. Inst. 
Stat., May 1960, pp. 93-104. 

Givens, R. A. Parallel business conduct under the Sherman Act. Anti-trust Bull., May- 
June 1960, pp. 273-92. 

Hernsexc, R. Koncentration inom ylleindustrin. Ekon. Samfundets Tids., 1960, 13 (2), 
pp. 89-103. 

Howe, M. anp Muts, G. The withdrawal of railway services. Econ. Jour., June 1960, 
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Livesey, F. The Restrictive Trade Practices Act, 1956: a review of certain judgment, 
Scot. Jour. Pol. Econ., June 1960, pp. 147-62. 


Marscuak, T. Capital budgeting and pricing in the French nationalized industries, Jour. 
Bus. Univ. Chicago, Apr. 1960, pp. 133-56. 
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for the Antitrust Division. Mich. Law Rev., Apr. 1960, pp. 855-72. 
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SHeanan, J. Government competition and the performance of the French automobile in. 
dustry. Jour. Indus. Econ., June 1960, pp. 197-215. 
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Sronz, P. A. International comparison of building costs with particular reference to U.S.A. 
and Great Britain. Bull. Oxford Univ. Inst. Stat., May 1960, pp. 105-16. 


Srravuss, E. The structure of the English milk industry. (With discussion.) Jour. Royal 
Stat. Soc., 1960, 123 (2), pp. 140-73. 


van Hees, R. Organisatie en produktie van de landbouw in de Sowjet-Unie. II. De Econo 
mist, May-June 1960, pp. 349-91. 


Vincent, S. E. An application of linear programming to agricultural economics. Applied 
Stat., Mar. 1960, pp. 28-36. 


The balance sheet of agriculture, 1960. Fed. Res. Bull., Aug. 1960, pp. 848-56. 


Labor Economics 

Arnow, P. Foreign trade and collective bargaining. Mo. Lab. Rev., July 1960, pp. 693-99. 

Cooper, F. E. Protecting the public interest in labor disputes. Mich. Law Rev., Apr. 1960, 
pp. 873-87. 

Cox, A. Internal affairs of labor unions under the Labor Reform Act of 1959. Mich. Law 
Rev., Apr. 1960, pp. 819-54. 

Cutten, D. E. Labor-market aspects of the St. Lawrence Seaway project. Jour. Pol. Econ., 
June 1960, pp. 232-51. 

Davey, H. W. Procedure arbitrali delle dispute contrattuali negli Stati Uniti. (With English 
summary.) Riv. Internaz. di Sci. Econ. e Com., June 1960, pp. 501-13. 

Dewey, D. Labor turnover as an index of unemployment in the United States, 1919-58. 
Jour. Indus. Econ., June 1960, pp. 265-87. 

Dusix, R. A theory of conflict and power in union-management relations. Indus. Lab. 
Rel. Rev., July 1960, pp. 501-18. 

Fourasti£, J. Le personnel des entreprises: remarques .de démographie et de sociologie. 
Population, Apr.-May 1960, pp. 289-300. 

Fucus, V. R. anp Pertman, R. Recent trends in southern wage differentials. Rev. Econ. 
Stat., Aug. 1960, pp. 292-300. 

Horrmever, E. Nye former i lgnfastsaettelsen. Nationalgk. Tids., 1960, 98 (1-2), pp. 
65-78. 

K6rrer, H. The comparison of industrial and agricultural earnings. Internat. Lab. Rev., 
July 1960, pp. 44-58. 

Mors, J. E. Surplus labour and the wage level: implications for general wage theory. 
Indian Econ. Rev., Aug. 1959, pp. 109-27. 

Parmer, G. L. Contrasts in labor market behavior in Northern Europe and the United 
States. Indus. Lab. Rel. Rev., July 1960, pp. 519-32. 

Pressat, R. Evolution future de l'emploi en France (1960-1970). Population, Apr.-May 
1960, pp. 211-22. 

Rezter, J. Admission policy of American trade unions concerning immigrant workers. 
Labor Law Jour., May 1960, pp. 367-78. 

SHANKLIN, J. E. The United States National Labour Relations Board. Internat. Lab. Rev., 
June 1960, pp. 491-512. 

Stern, I. ano Travis, H. Trends in earnings of factory workers, 1947 to 1960, Mo. Lab. 
Rev., Aug. 1960, pp. 809-21. 

SuxHarevskul, B. The working day and wages in the USSR. Prob. Econ., July 1960, pp. 
49-61. 

Tart, P. The responses of the bakers, longshoremen and teamsters to public exposure. 
Quart. Jour. Econ., Aug. 1960, pp. 393-412. 

Earnings in selected low-wage manufacturing industries, June 1959. Mo. Lab. Rev., June 
1960, pp. 605-9. 


The Labor-Management Reporting and Disclosure Act of 1959: a symposium. Northwest- 
ern Univ. Law Rev., Jan.-Feb. 1960, pp. 659-824. 
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Labour dispute and settlement in the United States industry. Internat. Lab. Rev., July 
1960, pp. 59-69. 


Labour turnover—meaning and measurement. Internat. Lab. Rev., June 1960, pp. 513-26, 
A minimum wage for farm workers. Mo. Lab. Rev., July 1960, pp. 677-85. 
Sharing the benefits of productivity. Internat. Lab. Rev., July 1960, pp. 1-25. 


Population; Welfare Programs; Standards of Living 
Bannink, R. The incidence of taxes and premiums for social insurance on family budgets. 
(With French summary.) Pub. Fin./Fin. Publiques, 1960, 15 (1), pp. 72-93. 


Cuow, L. P. anv Hsv, S. C. Taiwan’s population problem. Population Rev., July 1960, 
pp. 17-36. 


Enxe, S. The economics of government payments to limit population. Econ. Develop. and 
Cult. Change, Part I, July 1960, pp. 339-48. 
. Government bonuses for smaller families. Population Rev., July 1960, pp. 47-54. 


Herntc, P. Social services and public expenditure in Sweden: recent developments and 
problems. Indus. Lab. Rel. Rev., July 1960, pp. 533-49. 


Ipsen, G. Die Analyse des Volkskérpers. Jahrb. Sozialwissensch., 1960, 11 (1), pp. 1-16. 


Mutter, A. Das Bevélkerungsproblem in den unterentwickelten Landern. Schweiz Zeitschr. 
f. Volkswirtschaft und Stat., June 1960, pp. 185-94. 


Minami, R. Population growth factors in economic development. Asian Alsi, Oct. 1959, 
pp. 17-27. 


Mrronenxo, Y. Recent official statistics on the population of the U.S.S.R. Population 
Rev., July 1960, pp. 37-46. 


Prosser, W. L. The assault upon the citadel. (Strict liability to the consumer.) Yale Law 
Jour., June 1960, pp. 1099-1148. 


Rensnaw, E. F. Estimating the returns to education. Rev. Econ. Stat., Aug. 1960, pp. 
318-24. 


Roseporoucn, H. Some sociological dimensions of consumer spending. Can. Jour. Econ. 
Pol. Sci., Aug. 1960, pp. 452-64. 


Savvy, A. Evolution récente des idées sur le surpeuplement. Population, June-July 1960, 
pp. 467-84. 


Tuvpercen, J. The place of education in the economy. Giorn. d. Econ., Jan.-Feb. 1960, 
pp. 3-12. 


von Loescu, A. Zur Vermogensbildung der Arbeitnehmer. Schmollers Jahrb., 1960, 80 (4), 
pp. 49-68. 


Zappa, G. La popolazione, i suoi movimenti e la sua economia. (With English summary.) 
Risparmio, Apr. 1960, pp. 473-97. 


Related Disciplines 


Coats, A. W. The first two decades of the American Economic Association. Am. Econ. 
Rev., Sept. 1960, pp. 555-74. 


RutHerrorpD, R. S. G. The teaching of elementary mathematics to university students of 
economics. Econ. Record, Apr. 1960, pp. 258-68. 
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NOTES 


Members who wish to make suggestions for officers of the American Economic Associa- 
tion for 1961-62 are invited to place names with James Washington Bell, secretary of the 
Association, for transmission to the Nominating Committee, which will be appointed by 
the incoming president, Paul Samuelson. 


Announcements 


The Survey Research Center of The University of Michigan announces the second sum- 
mer workshop on the use of consumer survey data for teachers of economics and business 
administration to be held from June 19th to July 15th to coincide with the first four 
weeks of the 14th Annual Institute in Survey Research Techniques. Mature scholars and 
applicants with Ph.D. degrees will receive preference although some selections may be 
made from advanced graduate students. Some fellowship funds will be available. 

For additional information write to Mrs. Judith Agard, Survey Research Center, The 
University of Michigan, Ann Arbor, Michigan, or see the printed program of the Christmas 
meetings in St. Louis for an announcement of an informational meeting where individual 
questions about the archival resources of the Survey Research Center may be answered 
together with inquiries concerning the nature of the workshop. 


A graduate program in Latin-American studies has been instituted at Louisiana State 
University. The program offers the Master of Arts degree with the following areas of 
concentration: anthropology, economics, geography, government, history, sociology and 
Latin-American literature. Inquiries should be addressed to Graduate Program in Latin 
American Studies, 150 Himes Hall, Louisiana State University, Baton Rouge 3, Louisiana. 


The Bureau of Public Health Economics of the School of Public Health, University of 
Michigan, has established a program of graduate training for research in medical care. 
The program is offered in conjunction with the bureau’s research program on social factors 
associated with the provision of health services for the aged which has been initiated under 
a five-year grant from the Ford Foundation. Academic appointments as research assistant 
are available to a limited number of students in economics and several other social sciences. 
Those interested in applying should write to Dr. S. J. Axelrod, Director, Bureau of Public 
Health Economics, School of Public Health, University of Michigan, Ann Arbor, Michigan. 
Applications must be submitted before February 1, 1961 to be acted on for the fall semester. 


The International Conference on Input-Output Techniques will be held at the Palais des 
Nations, Geneva, from September 11 through 15, 1961, rather than during the week of 
August 28 as previously announced. Economists and statisticians interested in attending 
should write Dr. Elizabeth W. Gilboy, Secretary General, at the Harvard Economic Re- 
search ested 1583 Massachusetts Avenue, Cambridge 38, Massachusetts. 


Deaths 
Clare W. Barker, Indiana University, July 6, 1960. 
Alexander M. Bing, November 1959. 
Howard R. Delancy, Ohio Oil Company, October 1959. 
Bernard W. Dempsey, Marquette University, July 23, 1960. 
Lloyd E. Dewey, New York University, March 24, 1960. 
Yehuda Grunfeld, Hebrew University, Jerusalem, July 16, 1960. 
B. B. Holder, Washington and Lee University. 
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George Kleiner, University of Illinois, July 12, 1960. 

Sanford A. Mosk, University of California, Berkeley. 

Cyrus K. Oakley, April 1960. 

John J. Walsh, Catholic University of America, December 16, 1959. 
W. S. Woytinsky, Twentieth Century Fund, June 1960. 


Retirements 
David H. Colin, Washington Square College, New York University, September 1969, 
A. Anton Friedrich, Washington Square College, New York University, September 1960, 
Bruce W. Knight, Dartmouth College, June 1960. 
Earl E. Muntz, New York University, September 1960. 
Alva L. Prickett, Indiana University. 
Earl R. Sikes, Dartmouth College, June 1960. 
Shirley D. Southworth, College of William and Mary. 


Visiting Foreign Scholars 
Daphne Y. Bell, University of Otago, New Zealand: lecturer in economics, Boston 
College. 
Douglas G. M. Dosser, University of Edinburgh: visiting associate professor, University 
of Washington, 1960-1961. 
Francesco Forte, University of Urbino, Italy: visiting associate professor of economics, 
University of Virginia, fall term, 1960. 


Herbert Geyer, J. W. Goethe Universitaet, Frankfurt; visiting lecturer, department of 
economics, Southern Methodist University. 

Gideon Rosenbluth, Queen’s University, Kingston: visiting associate professor, University 
of Washington, spring term, 1961. 


S. Tsuru, Tokyo University: visiting professor of economics, University of Rochester, 
spring semester, 1961. 


Promotions 

Mark A, Alexander: assistant professor of industry, School of Business Administration, 
University of Pittsburgh. 

Vance Q. Alvis: professor of economics, West Virginia University. 

George R. Anderson: associate professor of economics, University of Michigan. 

A. Harvey Belitsky: assistant professor, department of economics, Rutgers, The State 
University. 

Monroe Berkowitz: professor of economics, Rutgers, The State University. 

Edwin Bishop: assistant professor of economics, Georgetown University. 

Rudolph C. Blitz: associate professor of economics, Vanderbilt University. 

Harvey E. Brazer: professor of economics, University of Michigan. 

Dwight S. Brothers: associate professor of economics, Rice University. 

John A. Buttrick: professor of economics, University of Minnesota. 

John S. Chipman: professor of economics, University of Minnesota. 

Eaton H. Conant: assistant professor of management, School of Business, Indiana Uni- 
versity. 

Lev Dobriansky : professor of economics, Georgetown University. 
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NOTES 1157 
William L. Doremus: professor of marketing, School of Commerce, New York Univer- 


“wan 1. Edwards: associate professor of economics, Miami University, Oxford, Ohio. 
Charles E. Ferguson: associate professor, department of economics and business admin- 
istration, Duke University. 
Seymour Fiekowsky: associate professor of economics, Los Angeles State College. 
James M. Folsom: assistant professor, department of economics and business adminis- 
tration, Duke University. 


Fn ehommtl assistant professor of accounting, School of Business, Indiana Univer- 


ey Garrett: lecturer in industry, Wharton School, University of Pennsylvania. 

Francis W. Gathof, Jr.: assistant professor of economics, The American University. 

Gerald J. Glasser : associate professor of economics, New York University. 

Zvi Griliches : associate professor of econorr‘cs, University of Chicago. 

Walter W. Haines: professor of economics, University College, New York University. 

Charles M. Hewitt: professor of business law, School of Business, Indiana University. 

Eugene C. Holshouser: assistant professor of economics, Bureau of Business Research, 
University of Kentucky. 

Masaharu Inaba: assistant professor of economics, Hofstra College. 

Thomas S. Isaack : professor of management, West Virginia University. 

Arcadius Kahan: assistant professor of economics, University of Chicago. 

Laura L. Karadbil: assistant professor of accounting, School of Business Administration, 
The American University. 

Edward J. Kuntz: associate professor of business administration, School of Business, 
Indiana University. 

Kenneth K. Kurihara: professor of economics, Rutgers, The State University. 

Ernest Kurnow : professor of economics, New York University. 

Harry H. Landreth: assistant professor of economics, Miami University, Oxford, Ohio. 

Robert W. Lentilhon: associate professor of accounting, School of Business Administra- 
tion, University of Massachusetts. 

Albert Levenson : assistant professor of economics, Hofstra College. 

Solomon Levine: professor of labor and industrial relations, Institute of Labor and 
Industrial Relations, University of Illinois. 

Robert E. Lewis: assistant vice president, The First National City Bank of New York. 


James B. Ludtke: professor of finance, School of Business Administration, University 
of Massachusetts. 


Ludwig H. Mai: professor of economics, St. Mary’s University, San Antonio, Texas. 
E. Scott Maynes: associate professor, University of Minnesota. 


William G. McDonald, Colonel, U.S.A-F.: assigned to Director of Management Analysis, 
Hg. US.AF. 


James W. McKie: professor of economics and business administration, Vanderbilt Uni- 
versity. 


William J. McKinstry: associate professor of economics, Miami University, Oxford, Ohio. 


Paul Medow: assistant professor, department of economics, Rutgers, The State Univer- 
sty. 


Eva L. Mueller : associate professor of economics, University of Michigan. 
Douglass C. North: professor of economics, University of Washington. 
William B. Palmer: professor of economics, University of Michigan. 
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John H. Porter, associate professor of business administration, School of Busines 
Indiana University. 
Elizabeth R. Post: lecturer in business administration, Vanderbilt University. 


Harry Rosenthal: associate professor of accounting, School of Business Administration, 
The American University. 


Gunther H. Ruff: associate professor of economics, Georgetown University. 
I. Richard Savage: professor of economics and statistics, University of Minnesota, 
Sayre Schatz: associate professor of economics, Hofstra College. 
Mark B. Schupack: assistant professor of economics, Brown University. 
= V. Seawell: associate professor of accounting, School of Business, Indiana Uqi. 
versity. 
Barbara A. Simpson: assistant professor of economics, College of William and Mary, 
Edward K. Smith: associate professor of economics, Boston College. 
Babette Solon: assistant professor of economics, Hofstra College. 
Anthony M. Tang: associate professor of economics and business administration, Vander. 
bilt University. 
James N. Tattersall: assistant professor of economics, University of Oregon. 
Lynn Turgeon: assistant professor of economics, Hofstra College. 
C. Edward Weber: associate professor of industry, School of Business Administration, 
University of Pittsburgh. 
Richard C. Wilcock: professor of labor and industrial relations, Institute of Labor and 
Industrial Relations, University of Illinois. 
Edgar G. Williams, professor of management, School of Business, Indiana University, 


Gustavus G. Williamson, Jr.: associate professor, department of economics, University 
of South Carolina. 


Wallace O. Yoder: professor of marketing, School of Business, Indiana University, 


Administrative Appointments 
Robert L. Allen: assistant director, Institute of International Studies and Overseas Ad 
ministration, University of Oregon. 
Monroe Berkowitz: chairman, department of economics, Rutgers, The State University. 


Walter Buckingham: director, School of Industrial Management, Georgia Institute of : 
Technology. 

Thomas H. Carroll, Ford Foundation: president, George Washington University; al» 
professor of economic development and administration. 

Philip W. Cartwright: associate dean of arts and sciences, University of Washington. | 

J. E. Chace, University of Florida: head, department of finance, insurance and red 
estate, University of Arizona. 

Hibbert D. Corey: acting chairman, department of economics, College of William an 
Mary. 

Henry M. Cunningham: assistant dean and associate professor, School of Business Ad 
ministration, The American University. 

Leon A. Dale, University of Wisconsin: chairman and associate professor, department 
of industrial relations, University of Bridgeport. i 


Edward E. Edwards: acting chairman, department of finance, School of Business, l- 
diana University, 1960-61. | 
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John P. Gill: chairman and professor, department of business statistics, School of 
Commerce and Business Administration, University of Alabama. 


J. Benton Gillingham : acting executive officer and associate professor of economics, Uni- 
versity of Washington. 

Paul V. Grambsch, Tulane University: dean and professor, School of Business Adminis- 
tration, University of Minnesota. 

William L. Haeberle: director, Indiana Management Institutes, School of Business, In- 
diana University. 

Bernard Hall: director, Bureau of Business Research and Service, and associate pro- 
fessor, College of Business Administration, Kent State University. 

Lloyd F, Hayn: undergraduate dean, Keene Teachers College, New Hampshire. 

E. Gordon Keith: associate dean, Wharton School, University of Pennsylvania. 

Irving O. Linger: chairman and professor, department of economics, Texas College of 
Arts and Industries, Kingsville, Texas. 

Carl H. Madden: dean, College of Business Administration, Lehigh University. 

W. David Maxwell: chairman, department of economics, School of Business Administra- 
tion, Tulane University. 

John B. Minick: chairman and associate professor, department of economics, Marshall 
College. 

James A. Morris: director, Bureau of Business and Economic Research, University of 
South Carolina. 


Schuyler F. Otteson: chairman, department of marketing, School of Business, Indiana 
University. 

David H. Pollock: chief, U.N. Economic Commission for Latin America, Washington 
group. 

Marshall A. Robinson: dean, School of Business Administration, University of Pittsburgh. 

Gerhard N. Rostvold: chairman, department of economics, Pomona College. 

Howard G. Schaller: dean, School of Business Administration, Tulane University. 

Charles J. Stokes: chairman, department of economics, University of Bridgeport. 


W. E. Stone, University of Pennsylvania: head, department of accounting, University of 
Florida. 


Ben B. Sutton, University of Minnesota: vice president, Apache Oil Company. 

James A. S. Ternent: assistant director, Center of Studies for Economic Development, 
University of the Andes, Bogoté, Columbia. 

Pinkney C. Walker: chairman, department of economics, University of Missouri. 


Weldon Welfling, Simmons College: chairman and professor, banking and finance de- 
partment and department of econornics, Western Reserve University. 


Samuel G. Wennberg: chairman, department of business management, University of 
Missouri. 
Jack R. Wentworth: acting director, Bureau of Business Research, Indiana University. 


Charles R. Whittelsey: chairman, finance department, Wharton School, University of 
Pennsylvania. 

W. Donald Wood: director, industrial relations centre, and associate professor of eco- 
nomics, Queen’s University, Canada. 


Herbert B. Woolley, New York University: manager, economics department, California- 
Texas Oil Corporation. 
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Appointments 
Carol S. Adams: instructor in economics, University of Michigan. 
Leon Agranat: associate professor of finance, School of Business Administration, Ty 
American University. 
Leonall C. Andersen: instructor, School of Business Administration, University of Mip. 
nesota. 
Leslie P. Anderson: assistant professor of finance, University of Arizona. 


Albert K. Ando, Massachusetts Institute of Technology; special visiting lecturer jp | 


econometrics, Boston College. 
Louis E. Andrade: instructor, School of Business Administration, University of Mip. 
nesota. 


Henry B. Arthur, Swift & Co.: Moffett professor, School of Business Administration, 
Harvard University. 


Ludwig Auer: research associate, department of economics, Iowa State University 


(Ames). 


Eliezer B. Ayal, Cornell University: assistant professor of economics, University of 
Michigan. 
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Vladimir N. Bandera, University of California: assistant professor of economics, Boston 
College. 

Hubert E. Bice: visiting professor of marketing, Lehigh University. 

George H. Bickle: instructor in marketing, Lehigh University. 


Lloyd C. Billings: lecturer in economics and business administration, University of | 


Arizona. 
Eugene A. Brady: instructor in economics, Iowa State University (Ames). 
John W. Brand: instructor, School of Business, University of Kansas. 
Gerard Brown: lecturer in economics, Georgetown University. 


George J. Burak: assistant professor of business, School of Business Administration, 
University of Massachusetts. 


V. E. Cangelosi: assistant professor of business administration, University of Arkansas. 


Lon C. Cesal: research associate, department of economics, Iowa State University 
(Ames). 


Jung Sic Chai: instructor, School of Business Administration, University of Minnesota 


Richard B. Chalecki: instructor, department of economics, Washington and Jefferson 
College. 


Kenneth E. Cook: research associate, Bureau of Business Research, University of Ken- 
tucky. 


Edwin B. Cox, University of Pennsylvania: assistant professor of business administr- 
tion, Boston University. 


Boyd C. Culley: instructor, department of economics, Washington and Jefferson College. 


John G. Cummins, Johns Hopkins University: assistant professor of economics, School of 
Business Administration, Tulane University. 


George Dalton: assistant professor of economics, Bard College. 


Earl F. Davis: instructor, business law department, School of Commerce and Busines 
Administration, University of Alabama. 

James L. Davis: iastructor, department of marketing, School of Commerce and Busines 
Administration, University of Alabama. 

Jim E. Davis: instructor, department of economics, University of Tinois. 
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Otto Davis: assistant professor of economics, Carnegie Institute of Technology. 

Nicholas J. Demerath: Ford Foundation visiting professor of business administration, - 
School of Business, Indiana University. 

Jeanne E. Dost: instructor in economics, Washington State University. 

Martin W. Duffy: lecturer, Industrial Relations Center, University of Minnesota. 

J. W. Dunlap: instructor in economics, College of Business Administration, University 
of Arkansas. 

Richard M. Duvall: instructor, department of economics and business administration, 
Duke University. 

Fred Dziadek : lecturer, department of economics, Georgetown University. 

Arakkal T. Eapen: instructor in economics, University of Michigan. 

James D. Emery, University of Chicago: instructor in economics, West Virginia Uni- 
versity. 

a Enke: visiting professor of economics, first semester 1960-61, Southern Method- 
ist University; Cape Town University, following semester. 

Lou Esplund : instructor, School of Business, University of Kansas, © 

Walter D. Fackler: associate professor of business economics, Graduate School of Busi- 
ness, University of Chicago. 

Noel J. J. Farley: instructor in economics, Boston College. 

Martin A. Faulkner: instructor in business administration, Washington State University. 

Allen Ferguson, Northwestern University: research economist, The RAND Corporation. 

Max E. Fieser: instructor in economics, University of Oregon. 

Edward M. Foster, Massachusetts Institute of Technology: special visiting lecturer in 
mathematical economics, Boston College. 

John M. Frikart: assistant professor of economics, University of Arizona. 

Tom Geraghty: assistant professor, department of economics and business administra- 
tion, University of Chattanooga. 

A. J. Giunta, Western Maryland College: associate professor, department of business 
administration, University of Scranton. 

Frederick J. Glover: Fulbright visiting associate professor of economics, College of 
William and Mary. 

Jon E. Goldstein: instructor, School of Business Administration, University of Minne- 
sota. 

Larry E. Greiner: instructor, School of Business, University of Kansas. 

Edward Gross: professor of industrial relations, University of Minnesota. 

Judith Grouse: assistant professor, department of economics, Syracuse University. 

Ernest W. Grove : agricultural economist, Commodity Stabilization Service. 

Dale 0. Gustafson: instructor, School of Business Administration, University of Minne- 
sota. 

Harold Guthrie: associate professor of economics, University of Kentucky. 

Burton C. Hallowell, Wesleyan University: staff of Commission on Money and Credit. 

Arthur A. Halper: assistant professor, department of economics, Brooklyn College. 

Paul W. Hamelman, University of Pittsburgh: assistant professor of management, West 
Virginia University. 

Richard W. Hansen: instructor, School of Business Administration, University of Mir- 
nesota. 
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William L. Henderson, Ohio State University: assistant professor, department of ep. 
nomics, Denison University. 


Harvey S. Hendrickson: instructor, School of Business Administration, University of 


Minnesota. 
John Henning: lecturer in economics, College of Arts and Sciences, Rutgers, The State | 

University. 
Irwin L. Herrnstadt: assistant professor of economics, Northeastern University, 
James G. Hilton: assistant professor of economics, University of South Carolina, 

‘ — Hirsch, William and Mary College: associate professor of economics, Brooklyn 
0. e 


Jack Hirschleifer: associate professor, department of economics, University of California 
Los Angeles. 


Ira Horowitz: assistant professor of business administration, School of Business, Indian 
University. 
J. K. Horsefield : staff of International Monetary Fund. 


Clarence J. Huizenga: acting assistant professor of business economics, Graduate School 
of Business Administration, University of California, Los Angeles. 


Charles W. Hultman: assistant professor of economics, School of Diplomacy and In 
ternational Commerce, University of Kentucky. 


Sol Jacobson: associate professor, department of economics, Brooklyn College. 

Harry L. Johnson: associate professor of finance, School of Commerce and Busines 
Administration, University of Alabama. 

Ole S. Johnson: professor of marketing, School of Business Administration, The Ameri- 
can University. 

George M. Jones: economic analyst, Western Pacific Railroad Company. 

Edward J. Kane: assistant pooteaee, department of economics, Iowa State University 
(Ames). 


Jerzy F. Karcz: assistant professor of economics, University of California, Santa Bar- 
bara. 


Donald W. Katzner: instructor, School of Business ee University of Min- 
nesota. 


Seymour Kaufman: associate professor of accounting, School of Business Administration, 
The American University. 


Martin L. King, University of Kentucky: associate professor of marketing, School of | 
Business Administration, The American University. | 

Ramon Knauerhase: instructor in economics, Lehigh University. 

Anthony T. Krzystofik: assistant professor of accounting, Schoo] of Business Adminis 
tration, University of Massachusetts. 

Ching-wen Kwang: associate professor of economics and accounting, Northeastern Uni- 
versity. 

John LaTourette: instructor in economics, College of Arts and Sciences, Rutges, 7 | 
State University. 

Joseph Lazar: professor of industrial relations and business administration, University | 
of Minnesota. 

Marvin Lee: instructor, department of economics, Hofstra College. 

Herbert S. Levine: lecturer in economics, University of Pennsylvania. 

Irwin M. Levine: instructor in business administration, Emory University. 
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Orlando Lobo, Georgetown University: staff of the International Monetary Fund. 

Millard F. Long: assistant professor of economics, Vanderbilt University. 

Michael C. Lovell : visiting lecturer in economics, Wesleyan University. 

Ira Lowry: assistant professor of economics, Carnegie Institute of Technology. 

Fang-hwa Mah: assistant professor of economics, Los Angeles State College. 

Maurice Mann: senior economist, Federal Reserve Bank of Cleveland. 

Jacob Marschak: professor of business economics, Graduate School of Business Admin- 
istration, University of California, Los Angeles. 

Fernand Martin: visiting assistant professor of economics, department of economics and 
political science, University of Saskatchewan. 

Mildred Massey: assistant professor of economics, Los Angeles State College. 

Thomas R. Masterson, De Paul University: associate professor of business administration, 
Emory University. 

William A. Mauer, Duke University: assistant professor of economics, School of Busi- 
ness Administration, Tulane University. 

Morris L. Mayer: assistant professor of marketing, School of Commerce and Business 
Administration, University of Alabama. 

Donald McClurg: assistant professor, department of economics, University of Colorado. 

Robert M. McInnis: instructor in political economy, department of economics and 
political science, University of Saskatchewan. 

Erskine W. McKinley, Rockefeller Foundation: associate professor of economics, School 
of Business Administration, Tulane University. 

John N. McKinney, University of California, Berkeley: instructor, department of eco- 
nomics, Washington Square College. 

Ronald I, McKinnon: lecturer, department of economics, Syracuse University. 

Richard L. Meyer: instructor, School of Business Administration, University of Minne- 
sota. 

Charles L. Mills: instructor in business administration, Washington State University. 

David N. Milstein, Resources for the Future: lecturer in economics, University of Mich- 
“na Minasian: research economist, The RAND Corporation. 

Robert A. Minick, University of Texas: assistant professor, Southeast Missouri State 
College. 
j Mischaikow, Indiana University: assistant professor of economics, West Virginia 
University. 

Richard W. Molten, University of North Carolina: assistant professor of economics, 
University of South Carolina. 

Richard E. Neel: assistant professor of economics, College of William and Mary. 

Duane C. Nichols: instructor, School of Business, University of Kansas. 

Thomas O. Nitsch, Ohio State University: assistant professor of economics, Creighton 
University. 

Marion M. Nobel: instructor in economics, University of Michigan. 

Gerald L. Nordquist: assistant professor of economics, State University of Iowa. 

Richard L. Norgaard: instructor, School of Business Administration, University of Min- 
nesota. 

Jack N. X. Oanh, Trinity College: International Bank for Reconstruction and Develop- 
ment. 
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Alvan J. Obelsky : lecturer in economics, University of Michigan. 

Arthur J. O’Neal, Jr.: instructor in economics, Lehigh University. 
sagt Palinay, Defiance College: assistant professor of economics, Wisconsin State (oj. 

Harry M. Palmer: industrial program specialist, Army Rocket and Guided Misi, 
Agency, Redstone Arsenal, Alabama. 

James Parthemos, Tulane University: research department, Federal Reserve Bank, Rich. 
mond, Virginia. 

James M., Patterson: assistant professor of marketing, School of Business, Indiana jj. 
versity. 

Joseph A. Pechman, Committee for Economic Development : executive director of a sy. 
cial research project, Brookings Institution. 

Daniel S. Pearl: instructor, School of Business Administration, University of Minnesoty, 

Benedict S. Pedrotti: instructor in economics, Lehigh University. 

David R. Pender: assistant professor of economics and research economist, School of 
Business Administration, University of South Carolina. 

Harold A. Peterson, College of Wooster: instructor in economics, Boston College, 

Doris G. Phillips: assistant professor of economics, Washington State University, 

Richard W. Poole: assistant professor, department of economics, Oklahoma State Uni- 
versity. 

Robert Rice: instructor, department of economics, Hofstra College. 

M. Luella Richey: visiting professor of accounting, School of Business Administration, 
University of Miami. 

Jennie Richmond: instructor, department of economics, Boston University. 

Robert L. Rizek, USDA Regional Marketing Coordinator: department of economics, 
Iowa State University (Ames). 

Stefan H. Robock: associate professor, School of Business, Indiana University. 

Charles E. Rockwood: assistant professor of economics, Florida State University. 

William F. Saalbach: assistant professor, department of economics, Washington and 
Jefferson College. 

Thomas R. Saving: visiting assistant professor, department of economics, University of 
Washington. 

David Schwartzman, New York University: associate professor of economics, New ' 
School of Social Research. 

Kap-kyung Seo: ins‘ructor in economics, University of Hawaii. 

George D. Shelby: associate professor of economics, Northeastern University. 

John P. Shelton: visiting associate professor of finance, Graduate School of Busines 
Administration, University of California, Los Angeles. 

Albert J. Simone: instructor in economics, Northeastern University. 


Irving A. Sirken: chief economist, Argentine Transport Study, international Bank for 
Reconstruction and Development. 


Larry A. Sjaastad, University of Chicago: lecturer in economics, University of Minne- 
sota. 


Melvin D. Skold: research associate, department of economics, Iowa State University 
(Ames). 


J. Graham Smith, Ohio State University: instructor, department of economics, Univer- 
sity of Florida. 

Karl U. Smith: Ford Foundation visiting professor of business administration, Indiam 
University, spring term, 1961. 


Leon Smolinski: assistant professor of economics, Boston College. 
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Milton Sobel: assistant professor of statistics and economics, University of Minnesota. 

Arnold M. Soloway, Harvard University: visiting professor of public finance, Boston 

Duane L. Sorensen: research associate, department of economics, Iowa State University 
Ames). 
Dufferin S. Spafford: instructor, department of economics and political science, Univer- 
sity of Saskatchewan. 

W. Allen Spivey : lecturer in economics, University of Michigan. 

Byron E. Springer: instructor, School of Business, University of Kansas. 

George Staller: assistant professor of economics, Cornell University. 

Joseph L. Steele: assistant professor of economics, Memphis State College. 

Kenneth Strand, Washington State University: assistant professor of economics, Oberlin 
College. 

Adolf F. Sturmthal, Roosevelt University: professor of labor and industrial relations, 
University of Illinois Institute of Labor and Industrial Relations. 

Robert B. Sweeney: associate professor of accounting, School of Commerce and Business 
Administration, University of Alabama. 

Paul M. Sweezy: visiting professor of economics, Stanford University, winter and 
spring quarters, 1960-61. 

Lawrence X. Tarpey: assistant professor of marketing, University of Kentucky. 

Amos E, Taylor, Organization of American States: professor of economics, The Ameri- 
can University. 

Peter R. Toscano: assistant professor of economics, Lake Forest College. 

C. P. Tseng: associate professor of economics, Emory University. 

Heinz Vergin: instructor, School of Business Administration, University of Minnesota. 

George J. Viksnins: instructor in economics, Hood College, Maryland. 

Donald A. Walker, Boston University: assistant professor of economics, Boston College. 

Larkin B. Warner: assistant professor, department of economics, Oklahoma State Uni- 
versity. 

Stanislaw Wasowski: assistant professor of economics, Georgetown University. 

Eleanor Weber: instructor in economics, University Heights, New York University. 

Murray L. Weidenbaum: lecturer in economics, University of Washington, spring quarter. 

William H. Wesson, Jr., Louisiana State University: professor of economics, School of 
Business Administration, University of South Carolina. 

David A. West: associate professor of economics, Carson-Newman College. 

Donald L, Westerfield: instructor in statistics, Wharton School, University of Pennsyl- 
vania. 

Walter Williams: assistant professor of insurance, School of Business, Indiana University. 

Edward L. Winn, Jr., Indiana University: assistant professor of finance, School of Busi- 
ness Administration, University of South Carolina. 

Pan A. Yotopoulos, University of California, Los Angeles: instructor in economics, Uni- 
versity of Wisconsin- Milwaukee. 

Laszlo Zsoldos: assistant professor of economics, School of Diplomacy and International 
Commerce, University of Kentucky. 

Leaves for Special Appointments and Assignments 


Michael Albery, Boston College: assignment to Guatemala, lecturing in organization and 
Management. 


Francis Bator, Massachusetts Institute of Technology: The RAND Corporation, 1960-61. 
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J. Homer Blackstone, Auburn University: agricultural economics consultant, U.S. Study 
Commission, Southeast River Basins, Atlanta, Georgia. 

Clark C. Bloom, State University of Iowa: Ford Foundation program, Jordan. 

Alpha C. Chiang, Denison University: visiting professor, New Asia College, Hong Kong. 

John S. Chipman, University of Minnesota: International Cooperation Administration 
Chile, 1960-61. 

John R. Coleman, Carnegie Institute of Technology: consultant, Ford Foundation, 
India, 1960-61. 

Seymour Fiekowsky, Los Angeles State College: economic analyst, U.S. Outdoor Reere- 
ation Resources Review Commission. 

Victor R. Fuchs, New York University: Ford Foundation economic development program, 
1960-61. 

Robert H. Johnson, University of Iowa: senior specialist, Brookings Institution Eco- 
nomic Specialists Group, Saigon, under grant from the Ford Foundation. 

A. D. H. Kaplan: special research appointment, Brookings Institution. 

Richard L. Kozelka, University of Minnesota: consultant, International Cooperation 
Administration, Nicaragua, fall 1960; visiting professor, University of Florida, spring term 
1961. 

D. Philip Locklin, University of Illinois: mission to study transportation needs of Ar- 
gentina, 1960-61. 

C. Ward Macy, University of Oregon: consultant, Fiscal Commission of Jordan, sum- 
mer 1960. 

Carl C. Malone, Iowa State University (Ames): Ford Foundation food production pro- 
gram, India, 1960-61. 

Richard Nelson, The RAND Corporation: Carnegie Institute of Technology, 1960-61, 

Lawrence Pasel, Franklin College, Indiana: visiting professor of economics, Muhlen- 
berg College. 

Richard Phillips, Iowa State University (Ames) : International Cooperation Administra- 
tion, Nigeria, fall 1960. 

Harry Rowen, The RAND Corporation: Center for International Affairs, Harvard Uni- 
versity, 1960-61. 

Walter S. Salant, Brookings Institution: consultant, social sciences program, Rockefeller 
Foundation, 1960-61. 

I. Richard Savage, University of Minnesota: Harvard Graduate School of Business, 
1960-61. 

Harold M. Somers: visiting professor, department of economics, University of Cali- 
fornia, Los Angeles, 1960-61. 

George W. Stocking, Vanderbilt University: American University of Beirut, Lebanon, 
1960-61. 

S. C. Tsiang, International Monetary Fund: visiting professor of economics, University 
of Rochester. 

Festus J. Viser, New York University: Econometric Institute, University of the Nether- 
lands, 1960-61. 

Andrew M. Watson, University of Toronto: Economic Advisory Committee, Jordan, 
1960-61. 

Willis D. Weatherford, Swarthmore College: advisor on community development, Gov- 
ernment of Malaya. 

Leonard W. Weiss, San Jose State College: visiting associate professor of economics, 
University of Minnesota, 1960-61. 
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Richard C. Wilcock, University of Illinois Institute of Labor and Industrial Relations: 
visiting professor, University of California, Los Angeles, fall semester 1960. 


Clair Wilcox, Swarthmore College: American Seminar, Salzburg; Harvard Advisory 
Group, Teheran, 1960. 


Resignations 
Joseph B. Black, Jr.: Indiana University. 
G. Diran Bodenhorn : Graduate School of Business, University of Chicago. 
Paul Davidson: Rutgers, The State University. 
Richard W. Graves: Indiana University. 
Samuel Laimon : Graduate School of Business, University of Chicago. 


Miscellaneous 
Vincent W. Bladen, University of Toronto: appointed a one-man Royal Commission to 
inquire into the automobile industry. 


Harry G. Johnson, University of Chicago: appointed editor, Journal of Political Econ- 
omy. 
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VACANCIES AND APPLICATIONS 
known their availability for positions in the field of economics and to 


administrative officers of colleges and universities and to others who are 
seeking to fill vacancies. 


The officers of the Association take no responsibility for making a selec- 
tion among the applicants or following up the results. The Secretary's 
Office will merely afford a central point for clearing inquiries; and the 
Review will publish in this section brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Association has no other way of knowing whether or not this section is 
performing a real service, the Secretary would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 
optional with those submitting such announcements to publish name and 

dress or to use a key number. Deadlines for the "no issues of the 
Review are Feburary 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secr , American 
Economic Association, Northwestern University, Evanston, Illinois. 


Vacancies 


International Cooperation Administration: This Administration has several openings 
at the moment and anticipates additional vacancies from time to time for well-qualified 
economists interested in positions overseas. The positions are of two types. Some are 
for advisors in special areas, such as finance, taxation, and industry. Others are for 
generalists to make continuing analyses of a country’s economy to help guide the 
planning and execution of the foreign aid program for the country. Both types of 
positions require economists with sound theoretical background and experience in 
research or applied practice. The minimum tour is for two years at the foreign post, 
but employees who make good are encouraged to make a career of the service. Candi- 
dates must have been citizens of the United States for at least five years. The candidate 
and all dependents who will reside at the foreign post must pass complete physical 
examinations. Preferred ages are between 32 and 55. Base salaries for the vacancies 
that most frequently arise range from about $8,000 to $14,000. There are also a 
number of fringe benefits, including housing, medical care, educational allowances for 
children, differentials ranging to 25 per cent for some hardship posts, and home leave 
between tours. If interested—whether or not immediately available—send a résumé 
or preferably the standard U. S. Government Employment Application Form (Form 
57) to: Office of Personnel, International Cooperation Administration, Box ER-2, 
Washington 25, D.C. Applications will be held confidential. 


Economist: A leading financial institution offers opportunity for an economist with 
graduate degree, doctorate preferred, and a strong background in money and bank- 
ing, forecasting, and national income analysis. This position uires the ability 
to conduct independent research on a wide variety of problems ring on Com- 
pany operations. Starting salary $7,300-$8,500, depending on education and ex- 
perience. Please send résumé giving full account of professional background. All 
replies will remain strictly confidential. P230 


Economist: Opening June 1 or September 1, 1961, for a rapidly growing state ccl- 
lege located in beautiful southern West Virginia. Doctor’s degree required. Divi- 
sion of Business staff consists of eleven young faculty members and an enrollment 
of more than 300 majors. Concord College is accredited by the North Central Asso- 
ciation of Colleges and Secondary Schools and the National Council for Accredita- 
tion of Teacher Education. Apply to Dr. Cloyd P. Armbrister, Chairman and Pro- 
fessor, Division of Business, Concord College, Athens, West Virginia. 


Principles, economic theory and/or geography, statistics: Pennsylvania co-educational 


college desires M.A. or Ph.D. to begin January 30 or September 6, 1961. Attrac- 
tive salary and rapid advancement for the right man. P231 
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Economics, s and one advanced course: Ph.D. or all work comphrted ex- 
cept thesis (others will be considered) for eastern Catholic men’s college, February 

or September, 1961. Instructor's rank, $4,000-$6,000; assistant professor, $5,000- 
$7,000. Renk end ‘salary acto 


of professor or associate rom et with salary range $9,000- for 000. Personal re- 
quirements: superior qualifications for instruction at the arse level; established 
status as a research scholar. Send applications or requests for information to Paul T. 
Homan, Director of Graduate Studies, Department of Economics, Southern Methodist 
Universi, Dallas 22, Texas. Interviews can be arranged at St. Louis meetings of 
the A.E 


Economist: The Bureau of Old-Age and Survivors Insurance has openings for finan- 
cial, labor, and general economists to me studies concerned with social security 
financing, earnings and employment records, and the relationships of peony income- 
maintenance programs. The salary e is $6,435-$10,635 dependi lifica- 
tions and experience. To apply, send résumé or Standard Form 57 to iss sther R. 
Sholl, Chief, Employment Branch, Division of Public Information and Personnel 
Management, Bureau of Old-Age and Survivors Insurance, Baltimore 35, pose 


Accounting: Desire person with at least a master's on, ee 
teaching experience in accounting; C.P.A. certificate would be desirable. Rank : Pe 
instructor to associate professor. Salary range $5,500-$7,500, P233 


Economist: To do research and consultant work with the Department of 
San Juan, Puerto Rico. Position will be on Civil Service basis. Ph.D. > or ad. 
pa 5 work leading to it, required; specialization in lic finance and/or money 


and banking desirable. No previous experience r . Annual salary $7,200 plus 
personal travel to and from Puerto Rico. Persons interest please write 
to the Director, ce of Economic and Financial Research, Department the 


Treasury, P.O. Box 4515, San Juan, Puerto Rico. 


Economists Available for Positions 


finance, investments, money and banking, economic theory, history of 
economic thought, transportation, industrial management: Man, married; Ph.D., 1940. 
Eight years of successful teaching experience. Interested in teaching in " qualified col- 
lege or university in Middle West. E877 
Principles, money and banking, economic thought, business trends, real estate, labor 
relations, business law insurance, general finance; Man, 38, married; Ph.D. Twelve 
years of successful college teaching experience; 4 years in academic administration 


(registrar and d t head, and business. Will consider 
university or head of a department if position represents an advancement. 
Will re ae change soon. E879 


Public finance, money and banking, statistics, corporation finance: Man, 40, married; 
Ph.D. Nine years experience in research in public finance; 6 years of experience 
in college teaching; 12 years concurrent teaching of adult evening classes. Seeks 


position as associate professor of economics, with or without research eas > 
Available in January or June, 1961, 


Economics, business administration: Man, 38; M.A. Comptrollership, B.S. I 
Eleven years with comptroller activity; experience in government service; ably quali- 
fied for research, teaching, administration. Available immediately. Will adeame 


E905 
Econometrics, mathematical economics, ural economics; Man, in late twen- 
ties; Ph.D., large midwestern university. year of industrial research experience; 
publication. Desires teaching and/or research position in university. E907 


Marketing research, international trade, finance, economic development: Man, 36, 
married; candidate ‘for M.A. (Economics). E years of sales eepatene, over 3 
years of experience research and is consumer and agricultural goods; 
experience. English-Spanish. Desires research position, 
1 


| of a new program leading to - _ _ rigorous standards 
professional training, Two or three appointments will be ale in the next two years. t 
‘rst priority: international economics. Second priority: labor economics. Desirable it 
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Principles, economic theory, econometrics, statistics, mathematics (through diff erential 
omnesys Man, 24, married; completing M.S. (economics) in January, 1961, at large 

university. Research and/or teaching position desired for 2-3 years before 
sutusaitig for Ph.D. James D. Clokey, 17-6 Ross Ade Drive. West Lafayette, Indiana. 
Economic and political theory, economic principles, sociology: Man, Ph.D. Germany, 
Very seasoned teacher; many years of residency in America. F915 


Economics, finance, management; Man, 50, married; Ph.D. Business experience; 
diversified oe experience, including administration; various publications. Desires 
teaching, adminisirative, or research position. E916 


Economic development, international economics, business economics, economic anal ysis, 
industrial planning: Man, 34, ee pam BS., M.B.A., major New York university; 
requirements for Ph.D. com — pending dissertation. tion, on land and 
economic development, on a case ogre of Italian economic development, com- 
pleted this year under a Fulbright grant and an Italian government award.) Fluent 
economics. Will accept foreign assignments. 


Economics: Man, 29; course requirements for M.A. in economics completed. Some 
training and experience in law, meng and insurance. Desires staff position with ex- 
panding corporation or association. Would relocate. E920 


Public finance, history of economic thought, economic principles or theory: Man, 48; 


Dr.rer.pol. from German university. Teaching experience in foreign country. Seeks 
position in college and/or in research. E921 


Money and banking, public finance, statistics, economic theory: Man, 39, married; 

B.A. in economics; candidate for M.A. (economics). Nine years (3 of which with 

federal government) as analyst and translator from Chinese to English and English to 

pore a on economics and other subjects; 2 years of teaching experience; other — 
in research, accounting, editing, personnel affairs, imports and exports. Knowl 

of Docks penition of a bank, E922 


Economics, statistics, marketing, marketing research, farm economics: Man, 

married; B.Sc. (University of gen), M.A. (lows State), Ph.D. (Comelly” 
Ten years of experience in commercial research, teaching, and consulting. Will con- 
sider academic teaching combined with research, business, or government. Would go 


abroad. Available immediately. E924 
Business statistics, mathematical dmg statistical quality control, traditional and 
mathematical economic theory: Man. Six years of teaching experience. Available in 
February or June, 1961. E925 


Economic theory, international economics, Soviet economics, national income analysis, 
transportation and industrial economics: Man, 33, married; Ph.D., Columbia Uni- 
versity. Six years of progressive research in transportation, industrial input- 
output studies, and national income es | Currently _employed with a national 
research organization. Available for teaching and research in the spring, 1961. E926 


Business cycles, economic analysis, money and banking, Soviet economy, business and 
economic statistics: Man, 40; Ph.D., studies in Europe and here. Five years of teach- 
ing experience; a monograph and a few articles. Looking for a school which would 
give him the opportunity for 1 to 1 Z years to take a few advanced courses in 
mathematics. During that time would like to teach a maximum of 9 hours and mini- 
mum of 2 sections of a course. Prefers Midwest or East. E928 


Contemporary economics and history of economic thought, money and banking, labor 
economics, business fluctuations, international economics and trade: Man, 30; M.A, 
currently writing Ph.D. dissertation. Presently teaching in a large state university 
but desires a change. Interested in teaching and/or research. Available in June or 
September, 1961. E929 


Economics, finance: Man, 42. Eleven me. of teaching experience on univer- 
sity level. Physical location at better any, considerations, and desire for 
more specialization in chosen yey abe for wanting to relocate. Availa- 
ble in September, 1961. E930 
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Economics, money and banking, labor economics, international trade, business law: 
Man; LL.B., B.S., M.B.A., uate work in preparation for Ph.D. Now chairman of 
business administration and economics departments of a local college; can lecture, 
read, and write in both English and Spanish. Wishes contact with eastern university 
or college. Will also consider federal government employment in some phase of 
economic planning. E931 
Economic principles, statistics, industrial organization, finance: Man, 37, married; 
completing all courses for Ph.D. during 1960-61 school year; holder of National 
Defense Fellowship. Seeks part-time research or teaching in southern California area 
for 1961-62 school year while writing dissertation. E932 


Business economist: Man, 29; B.S. in economics, M.S. course requirements with dis- 
sertation in process (subject: national income analysis as a tool of economic plan- 
ning: the Polish experience). Two years of experience in transportation tax benefits 
area; 2 years in national income analysis. Desires staff position with private corpora- 
tion. Will accept foreign assignment. E933 


Theory, statistics, money and yar | international economics: Man, 31, married; 
MS, plus substantially all Ph.D. work finished. Five Biog of teaching experience; 
currently teaching. Seeks new position. Could be available in September, 1961. E934 


Labor economics, labor law, business law, government and business, marketing, busi- 
ness management: Man, 32; M.B.A. (labor relations), LL.B. Three years in sales 
office management; 5 years of teaching. Seeks teaching position with or without ad- 
ministrative duties. Available in September, 1961. E935 


Economic principles, comparative economic systems, corporation finance, principles 
of insurance, investment principles, principles of sociology, criminology, industrial 
sociology, mathematics of finance, business mathematics: Man, 36; M.A., working on 
Ph.D. Has had practical business experience; economic statistician, Bureau of the 
Census; in fifth year of full-time college teaching; now an assistant professor of 
business administration. Nine-month salary $7,100. Desires teaching and/or research 

ition close to graduate school where Ph.D. in sociology can be finished. Availa- 

in June, 1961. E936 


Management, economics: Man, married; Ph.D. Current head of business and econom- 
ics t; has had industrial experience; continuous employment references. 
Possibly available in January, 1961. E937 
Accounting: Man, 36; M.B.A., C.P.A. Six years of teaching experience; 10 of 
lic accounting and consulting experience; publications, book to be published. 
tly assistant professor at major midwest university. Desires change. Would 
consider department head position; prefers campus-type university adequate 
compensation. E938 
Principles, monetary theory, international economics, national income analysis, com- 
ative economic systems, price theory: Man, 38; B.A. (French), B.S. (Commerce), 
.A. and Ph.D. (Economics). Nine years of teaching experience plus one year gov- 
ernment experience; dissertation on International Monetary Fund. Teaching experi- 
ence incl wide variety of courses. Desires teaching position in college or uni- 
versity or research position with public agency or private organization. E939 
Money and banking: Man, 43, native of India; B.A., Bombay University; B.Sc. 
(Econ.-Honours), London University. Specialist in money and banking; practical 
experience in bank and in insurance company; professor and 12 years of research in 
monetary and banking policy. Contributed articles to economic and banking jour- 
nals; speaks Persian, French, German. Would like an appointment at an American 
university or economic research organization or department of a bank. E940 
Principles, economic theory, economic policy, money and banking, national income, 
accounting: Man, 35, married; M.A., Ph.D. completed except thesis, which will be 
finished by next September; fellowship and research student at L.S.E. Teaching and 
experience; presently visiting assistant professor in a midwest university. 
Would like a teaching position. Very good references available. E941 
Industrial organization and public policy, industrial location, ogiend science, eco- 
nomic theory and history, monetary economics, economic development: Man, 39, 
married; Ph.D., Harvard University. Eleven years of teaching experience, combined 
with research; publications. Seeks college or university teaching or teaching-research 
position. Available in June or , 1961. E942 
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Business administration, economics: Woman; Ph.D. Available for teaching and re. 
search in September, 1961. E943 


Principles, money and banking, international trade and finance, economic develop. 
ment, foreign trade policy, national income accounting, Latin-American history and 
economic problems: Man, 57, married; Ph.D., University of Wisconsin; MBA, 
Harvard Graduate School of Business. Eleven years of university teaching; 19 years 
of service abroad and in Washington, with the State Department. tienced eco. 
nomic analyst and teacher, now eligible to retire on federal pension. ires full of 
partial teaching load in university or liberal arts college with opportunity for re. 
search and publication. Available in summer or fall, 1961. F944 


Principles, international economics, economic theory: Man, 38, married; B.A., M.A. 
(both in economics). Three years of teaching experience while working for Ph.D.; 
course work and oral examination completed; presently writing dissertation. Seeking 
teaching position. Available in September, 1961. E945 


Business administration: Man, married; B.A. in chemistry, M.S., Ph.D. in business 
administration. Diversified teaching experience in the areas of finance, management, 
and mathematics; business experience as consultant, business manager, and purchas- 
ing agent. Currently associate professor and department head. Desires teaching 

or administrative position. Available in June or September, 1961. 


Economic principles, labor economics, labor law, public utilities, economic thought, 
comparative economic systems, U.S. economic history: Man, 30, married; B.A.. M.A 

Ph.D. dissertation in process. Five of full-time college teaching; member of 
state panel of arbitrators; recipient of research grant; experience as research assistant, 
job analyst, supervisor of State Department project; instructor for evening adult 
school. ires position at liberal arts college or university. Available in September, 
1961. E947 


Economic principles, Latin-American bistory, comparative systems, resources, inter- 
national economics: Man, over 45; Ph.D. (1959), 100 graduate semester hours in 
economics. Five years of teaching experience; many years as federal official doing 
economic work with residence abroad; fluent in Spanish. Not an econometrician. 
Author of book and coauthor of another. Desires 12- or 15-hour-load teaching posi- 
tion with tenure in temperate U.S. area or West Indies. Saturday, night, or off-campus 
work at extra pay only. Salary open. E948 


Economic principles and theory, business and economic statistics, quality control, 
managerial economics, business conditions analysis: Man, 36, matried; B.S. M.A, 
Ph.D. dissertation nearly finished. Six years of successful university teaching. Secks 
teaching position in monmetropolitan area, preferably in the northeastern states. 
Available in September, 1961. E949 
Statistical research, labor relations, personnel administration: Man, 33, matried; 
M.A. Nine years of experience in international transportation. Interested in research 
or administrative position in private industry with international operations. £950 


Labor: Man, 38, married; Ph.D. At present professor; articles, manuscript under 
contract. Seeks opportunity to join research-conscious, doctorate-granting department 
with minimum of three positions in labor economics. E951 


Economics: Man, 45; M.A., Ph.D. (economics). Years of teaching experience; Ford 
Foundation grant. Now on a university faculty. Desires teaching or research position 
in Southwest or West with above-average responsibilities. E952 


Statistics, economics of industry, government and business, micro-theory introductory 
mathematical economics: Man, 37; Ph.D. Ten years of teaching experience; publica- 


Economic principles, income analysis, history of economic thought, price theory, labor 
economics: Man, 40; Ph.D. from large eastern university. Several publications in 
well-known journals. Now teaching at liberal arts college in Midwest. Desires aca- 
demic position with opportunity for research. Available in September, 1961. 954 


Marketing, labor, government finance, government and industry, national income— 
business cycles, bistory of economic thought: Man, 44, married; Ph.D. Seventeen 
years of college teaching experience. Desires teaching position in a college or uni- 
versity in the northeast. Available in September, 1961. E955 
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economic ge- 


Economic development, international economics, money and banking, 
ography, statistics, public finance, bistory of economic thought: Man, 41; Ph.D., Co- 


lumbia. Extensive experience in South Asia (India and Pakistan) and Western 
Europe. Publications in U.S. and abroad; recipient of major grants; knowledge of 
French, German, and Italian. Thirteen years of graduate and undergraduate teach- 
ing experience at major universities. Desires to make change. Minimum: associate 
professorship. E956 
Economic theory, history of economic thought, public finance, international economics, 
monetary economics, macroeconomics: Man. Canadian, 27, married; B.A, M.A., 
Ph.D. requirements completed, currently writing doctoral thesis. One year of teach- 
ing; 4 years of postgraduate work and research in government, in private organiza- 
tion and at ion School of Economics. French and English. Seeks position in uni- 
versity teaching and/or in research. E957 
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INTERNATIONAL LABOUR REVIEW 


Monthly, Articles on economic and social topics. A statistical supple. 
ment gives information on employment, unemployment, wages, con- 
sumer prices, etc. Among recent articles have been the following: 


Sharing the Benefits of Productivity 

Labor Turnover—Meaning and Measurement 
Dismissal Procedures—A Comparative Study 
Effects of Mechanization and Automation in Offices 
Women’s Wages 

Agricultural Policy in Scandinavian Countries 


A specimen copy of the Review and a catalogue of International Labour Office 
publications will be forwarded on application to the International Labour 
Office, Geneva, or to the Washington Branch Office of the I.L.0., 917 15th Street, 
Washington 5, D.C. 

Annual subscription: $6.00 Single copies: 60 cents 


(Published in English, French and Spanish editions) 


Zeitschrift 
fiir die gesamte 
Staatswissenschaft 


Herausgegeben von 
Professor Dr. Franz Boibm, Frankfurt a.M.; Professor Dr. Wilbelm Grewe, Freiburg i.Br.; 
Professor Dr. Walther Hoffmann, Minster; Professor Dr. Heinz Sauermann, Frankfurt a.M. 
Soeben erschien: 
Band 116. Heft 2 
Fossati, Eraldo, Professor Dr., Genua: Die Bedeutung der Skonometrischen Forschung 
Vosgeran, Hans—Jérgen, Dr., Heidelberg. Monopol und Werbung 
Selten, Reinbard, Dip|.Math., Frankfurt/Main: Bewertung strategischer Spiele 


Delivanis, Dimitrios ]., Professor Dr., Thessaloniki:Griechenlands Wiederaufbau und Stellung 
in der Weltwirtschaft 


Wernet, Wilbelm, Professor Dr., Miinster: Wissenschftliche Begriffsbildung im Bereich des 
dezentralen Gewerbes I. 


Sauer, Wilbelm, Professor Dr., Miinster: Werttheoretische Studien 

Literatur 

Kruse, Albrecht, Dr., Berlin: Markform und Verhaltensweise 

9. Béventer, Edwin, Dr., Minster. Lineare Beziehungen in der Skonomischen Theorie 
Besprechungen 


Die Zeitschrift erscheint bandweise. Ein Band Umfasst 4 Hefte zu je etwa 190 Seiten. 
Preis des Heftes im Abonnement DM 18.--, Einzelpreis DM 20.-- 


J. C. B. Mohr (Paul Siebeck) Tiibingen 10, Germany 
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Telephone service has never been so fast, 
convenient and dependable as it is today 


,..and it’s going to be better! 


1 words—growth and change— 
describe major trends in the Bell 
telephone business. There is more of 
every kind of service for more peo- 
ple. And more and more new things 
coming along ail the time. 

Nearly 24,000,000 customers can 
now dial Long Distance calls direct 
to 39,000,000 telephone numbers in 
the United States and Canada. 

New underseas cables make it easy 
to talk across oceans as clearly as a 


An entirely new era in communi- 
cations for business is being opened 
up by the Bell System’s Data-Phone 
service. It enables electronic busi- 
ness machines to “talk” to each other 
over regular telephone lines. 

There’s much more to come .. . 
from research and development, from 
the investment of millions of dollars 
of new capital, and from the Bell 
System’s never-ending desire to give 
you the best and the most telephone 


call across town. service in the world. 


CALL DIRECTOR TELEPHONE 

With the touch of a button you can connect 
other office telephones, set up interoffice con- 
ference calls, add other office extensions to in- 
coming calls: Two models. 18 and 30 push 
buttons. Many thousands already in service. 


BELLBOY SERVICE 

One of the newest Bell System services. A 
person away from the telephone hears a tone 
signal (sent from the telephone exchange) on 
a pocket radio receiver. Alerts him to call his 
home or office to get a message. Now available 
in 14 major cities. .. 


HOME INTERPHONE 
Lets you call any other room in the house that ' 
has a phone. Or switch outside calls to another { 
phone. Also lets you answer the door from any 
phone. Microphone in telephone and speaker 
beside each telephone also enable person in 
other room to talk back without lifting re- 
ceiver. Available nationally next year. 
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Ready in January ... 
ELEMENTS OF MODERN STATISTICS 


for Students of Economics and Business 
By Boyd L. Nelson, University of Maryland 


This new text, designed for a one-semester course in elementary business 
and economic statistics, emphasizes statistical concepts and the pervasive- 
ness of sampling and inductive inference, The aim of the book is to expose 
the student to the subject to such a degree that he can make statistics 
work for him in his field, and to familiarize him with the immense power 
and usefulness of statistics as well as to understand its limitations. Concise 
and to the point, the clarity of writing breaks through the mathematical 
“language barrier” and makes the material readily understandable to stu- 
dents with a minimum of mathematical preparation. Sufficient material] is 
included to lay a solid foundation for advanced work in the field of sta- 
tistics. 


About 440 pages, illustrated, about $6.00 


APPLETON-CENTURY-CROFTS, INC. 
35 West 32nd Street New York 1, New York 


Revised—a comprehensive study of the 

Government ways in which business is shaped and di- 
"| rected by government, presenting the 

ail legal framework of business and the evo- 

. lution of public policy toward business. 
BUSIN@SS — Professor E. E. Witte of the University of 


p ps Wisconsin called the Second Edition “the 
Third Edition most important study that has yet been 
made in the field of government and busi- 
Vernon A. Mund ness.” Changes include new chapters on 
government and small business and on 
public policy toward agriculture. 548 pp. 

$7.00 


Harper & Brothers, 49 E. 33d St, N.Y. 16, N.Y. 
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ANNOUNCING a publishing event of major im nce to librarians, 
professional students, teachers, and ed in economics 


INDEX OF ECONOMIC JOURNALS 


Prepared under the Auspices of the AMERICAN ECONOMIC ASSOCIATION 
by 2 Committee consisting of JOHN PERRY MILLER, Chairman; ROBERT L. 
BISHOP; EARL J. HAMILTON; FRITZ MACHLUP; JOSEPH J. SPENGLER; 
DOROTHY F. LIVINGSTON, Director of Staff; TRUUS W. KOOPMANS, Chief 
of Classification 
The American Economic Association is in process of completing this Index 
of Economic Journals in the English language and English articles in a 
selection of foreign journals covering in all some 1800 volumes of 89 differ- 
ent journals. The index will be published in five volumes totaling approxi- 
mately 2,100 pages during the Spring of 1961. The volumes cover the 
following time periods: 

Volume I—1886-1924 

Volume II—1925-1939 

Volume ITI—1940-1949 

Volume IV—1950-1954 

Volume V—1955-1959 


Each volume handsomely bound in cloth. Size 7 x 10% inches. 
VOLUME I WILL BE READY FOR GENERAL DISTRIBUTION IN 
JANUARY, 1961 


The five volumes will be sold only as a complete set on a subscription basis 
and not singly. Regular price, $25.00. Students and teachers of economics 
and AEA members should take advantage of the remarkable low prepubli- 


cation offer of 
$10.50 per set 


Offer expires April 15. Use handy copy below to order your set now! 


RICHARD D. IRWIN, INC. 

Gentlemen: 


Enclosed is my remittance for $10.50 for which please send me Volume I of the 
AEA INDEX OF ECONOMIC JOURNALS when published in January and Volumes 
II through V as published during the Spring of 1961. I understand that this is the 
Rink Prepublication Subscription Price that this offer is good only until April 
15, 1961. 
lama C Student 0 Teacher (© Member of the AEA 


(Regular price to nonmembers of AEA, libraries, and general public, $25.00 per set) 


RICHARD D. IRWIN, INC. HOMEWOOD, ILLINOIS 
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THE DEMAND FOR DURABLE GOODS 


Edited and with an Introduction by Arnold Harberger. An under- 
standing of the relationship between durable goods demand and fluc- 
tuations in the nation’s economy is essential in estimating the effects 
of proposed stabilization schemes. The five studies in this volume— 
on non-farm housing, household refrigeration, automobiles, farm trac- 
tors, and corporate investment determinants—are designed to provide 
insights into this cyclical process. $6.00 


A STUDY IN THE THEORY 
OF INVESTMENT 


By Trygve Haavelmo. A systematic analysis of the investment process 
which answers the questions: What are the economic forces that help 
to maintain demand for new capital in modern industrialized societies? 
What economic forces bring about the supply? $5.00 


UNIVERSITY OF 


6760 Ellis Avenue, Chicago 37, Illinois 
In Canana: The University of Toronto Press, Toronto 5, Ontario 


English Translations of Selected Articles from Soviet Economic Journals 


Special August 1960 Issue on Soviet Foreign Trade and 
International Economic Relations 


PROBLEMS OF ECONOMICS 


@ G. Rubinshtein: The Development of Soviet Imports 
Vneshniaia Torgovlia, 1960, No, 5 
@ N. Titov, D. Galanin: The Soviet Chemical Industry and Foreign Trade in Chemical 
Products 
Vneshniaia Torgovlia, 1960, No. 3 
@ L. Grigor’ev, M. Aksentsova: The Soviet Textile Industry and Foreign Trade in Textile 
Goods and Raw Materials 
Vneshniaia Torgovlia, 1960, No. 3 
@ M. Pankin: Importance of Economic Ties with the USSR for the Development of 
Southeast Asia 
Vneshniaia Torgovlia, 1960, No. 6 
@ V. Shchetinin: Economic Assistance of the Socialist Countries to Young National States 
Voprosy Ekonomiki, 1960, No. 6 
@ V. Poliakov: The Soviet Union’s Economic Cooperation with the Arab Countries 
Vneshniaia Torgovlia, 1960, No. 4 
@ E. Medvedev: Soviet Trade Agreements With Socialist Countries 
Vneshniaia Torgovlia, 1960, No. 3 


$50.00 per year (twelve issues); $4.50 per copy 


INTERNATIONAL ARTS AND SCIENCES PRESS 
156 Fifth Avenue, New York 10, N.Y. 
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NEW textbooks and 
recent revisions 


BASIC ECONOMICS by Thomas J. Hailstones 


LABOR ECONOMICS AND INDUSTRIAL RELA- 
TIONS by Dale Yoder and H. G. Heneman, Jr. 


PREFACE TO ECONOMETRICS by Michael J. 


Brennan, Jr. 


GOVERNMENT AND BUSINESS, Second Edition, 
by Ronald A. Anderson 


MONEY AND BANKING, Second Edition, by 
Eugene S. Klise 


OUR COMPETITIVE SYSTEM AND PUBLIC POLICY 
by Thomas J. Anderson 


INTERNATIONAL TRADE (Theory, Policy, Practice) 
by Roland L. Kramer, Maurice Y. d'Arlin, and 
Franklin R. Root 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) ; 
Cincinnati 27 — New Rochelle, N.Y. — Chicago 5 — San Francisco 3 — Dallas 2 
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LABOR IN AMERICA 


Second Revised Edition 
FOSTER RHEA DULLES 


This successful textbook has been brought up to date through the 
addition of a new chapter, “Labor Faces an Uncertain Future.” It in- 
cludes discussion of such recently significant developments as the 
A.F. of L.-C.1.O. merger and its immediate effects, the McClelland 
Committee congressional investigations and the resultant Landrum- 
Griffin Act, and the 1959 steel strike. 


A brief new introduction by the author has been added and the Bio- 
graphical Notes have been brought up to date with the addition of 
titles published since the first edition of Labor in America appeared. 
1960 435 pages Student price, $5.50 


THOMAS Y. CROWELL COMPANY 
432 Park Avenue South, New York 16 


How does saving affect production and distribution? 
Does bigness make for efficiency? 


Classies in Economics 


Edited and introduced by G. D. H. COLE 


Drawing upon a wealth of basic material, this volume contains 
answers to these and other frequently asked questions concerning 
economics. Here the principles of finance and their application to 
national and international affairs are advanced in carefully selected 
writings by such authorities as Adam Smith, J. M. Keynes, Sir 
Stafford Cripps, F. A. Hayek, Karl Marx, and Friedrich Engels. 


This is one in the series of seven superb anthologies of Western 
thought designed to provide the modern reader with readily under- 
standable introductions to the major scientific and philosophical con- 
cepts that have determined—and continue to influence—the history 
of mankind. $6.00 


You can expedite shipment by enclosing remittance. 
PHILOSOPHICAL LIBRARY 
15 East 40th Street, New York 16, N.Y. 
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The Economics of Defense in 
the Nuclear Age 


By Charles J. Hitch and Roland N. McKean. In showing how economic analy- 
sis can make an effective contribution to the formulation of defense policies, 

the authors stress the implications of the continuing revolution in defense 
| technology and the continuing problems of shaping and reshaping strategic 
forces. A Rand Corporation Study. Illus. $9.50 


The Diplomacy of Economic 
Development 


By Eugene R. Black. Action is urgently needed to unsnarl the tangle of eco- 
nomic relations between the rich and the poor nations in the free world. 
Mr. Black describes “the revolution of rising expectations” in underdeveloped 
countries. In an examination of the diplomacy of economic aid, Mr. Black 
contrasts the present problem with that confronted by the Marshall Plan, 
and suggests ways in which economic aid can be used to create a working 
partnership between “developed” and “developing” nations. $3.00 


Industrialism and Industrial 


|| Man 


By Clark Kerr, John T. Dunlop, Frederick H. Harbison, and Charles A. Myers. 
An exciting new view of the metamorphosis which is everywhere diverting the 
lives of men into new channels; a view particularly related to the roles of 
managers and managed in new societies, but extending to the inherent nature 
of all industrial societies in an age of total industrialization. The authors speak 
to readers interested in current affairs and to business, government, and labor 
organization officials who teday or tomorrow will guide their countries through 
the great transformations ahead. Discarding many cherished ideas, they have 
profoundly analyzed their materials and have evolved a new approach that 
will haye a significant effect on future investigations $6.00 


The Export Economies 


THEIR PATTERN OF DEVELOPMENT 

IN HISTORICAL PERSPECTIVE 

By Jonathan V. Levin. In Asia, and Latin America, a growing revolt is bring- 
ing major economic changes to those nations devoted principally to the ex- 
portation of raw materials. This is the first study to explore the over-all pat- 
terns of development and revolt in these countries, with case studies of the 


19th-century guano export boom in Peru, and the current rice market control 
in Burma. $6.75 


mie RVARD UNIVERSITY PRESS 
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OXFORD BOOKS 
OF EXCEPTIONAL INTEREST 


STRUCTURE OF PROPERTY 

OWNERSHIP IN GREAT BRITAIN 

By E. V. MORGAN. Professor Morgan divides the British economy 
into nine sectors and examines the assets and liabilities and the 
interlocking claims of 1) the owners of real property 2) the ultimate 
beneficiaries and 3) the variety of institutions between the two 
such as banks, government agencies, insurance, industrial and 
commercial companies. $5.20 

OXFORD REGIONAL ECONOMIC ATLAS 

OF THE MIDDLE EAST 

AND NORTH AFRICA 

Prepared by THE ECONOMIST INTELLIGENCE UNIT and the 
CARTOGRAPHIC DEPARTMENT of the CLARENDON PRESS. 
Layered reference maps, topics maps—some geographical, others 
economic—a gazetteer, and many specially compiled original maps, 
covering the area from Morocco to Persia. 60 pages of colored maps. 


$10.00. Paperbound edition $5.95 


At your bookstore OXFORD UNIVERSITY PRESS 


FOR COURSES IN: 


THE WASTE MAKERS 


Both of Vance Packard’s previous books, The Hidden 
Persuaders and The Status Seekers, have been widely 
adopted in colleges and business schools. Now, in his 
most important book, he examines the nation’s “waste 
makers.” With full documentation he shows how they 
work on us, how they are undermining our values, how 
they endanger our future—and what we can do 
about it. 


DAVID McKAY COMPANY, INC., 119 W. 40th St, N.Y. 18 


AN IMMEDIATE BEST SELLER 


VANCE PACKARD’S 


Searching examination of the 
“‘throwaway-age’’ in America 


ESSENTIAL BACKGROUND READING 


ECONOMICS 
SOCIOLOGY 
MARKETING 
INDUSTRIAL DESIGN 
PACKAGING 
STYLING 

BANKING 
RETAILING 
ADVERTISING 

HOME ECONOMICS 


Cloth bound © $4.50 
No Paperbound Edition for 


2 Years 
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New Textbooks from McGraw-Hill... 


INTERMEDIATE PRICE THEORY 


~ Diran Bodenhorn, University of Chicago, Ready in January, 
1961. 


INTERMEDIATE ECONOMIC ANALYSIS 


By W. Harrison Carter and William P. Snavely, University of 
Connecticut. Ready in March, 1961. 


MODERN ECONOMIC ANALYSIS 
By William Fellner, Yale University. 464 pages, $7.50. 


PRINCIPLES OF PERSONNEL MANAGEMENT 


By Edwin B. Flippo, Los Angeles State College. The McGraw-Hill 
Series in Management. Ready in March, 1961. 


REAL ESTATE ANALYSIS 


-A Richard U. Ratcliff, University of Wisconsin. Ready in March, 
1961. 


THE HISTORY OF ECONOMIC THOUGHT: 
Social Ideals and Economic Theories from 
Quesnay to Keynes 

By Overton H. Taylor, Harvard University. 524 pages, $7.75. 


MANAGEMENT DECISION SIMULATION: A 
Non-Computer Business Game 


By Stanley Vance, Kent State University. The McGrazy-Hill Series 
in Management. 112 pages, $3.75. 


Send for copies on approval 


McGraw-Hill Book Company, Inc. 


330 West 42nd St. , New York 36, N.Y. 
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Master of Business 
Administration Program 


COLLEGE OF 
BUSINESS 
University 


Is now offering the degree of 


MASTER OF BUSINESS ADMINISTRATION 


Advanced professional studies in business leadership open to qualified men and women. 
Choice of location and schedule: 
University Campus—Jamaica Evenings 6:30 to 10:20 P.M. 
. Saturdays 8:45 A.M. to 2:45 P.M. 
Brooklyn Center—96 Schermerhorn St. Evenings 6 to 8:50 P.M. 


Open tc qualified undergraduates and those holding B.A. & B.S. degrees. 


Accounting: C. P. A. Problems 
Controllership 
Advanced Accounting Theory 
Advanced Federal Tax Accounting 
$.E. C. Accounting 
Analysis & Interpretation of Financial Statements 
Manufacturing Cost 
Distribution Cost 
Internal Auditing 
Accounting Systems: Design and instal! ation 
State and Local Tax Accounting 


Economics: National Income & Income Determination 
Price and Income Theory 
Fiscal & Monetary Problems & Policies 
Business Fluctuations and Forecasting 
Business Statistics 


Management: Planning and Organizing the Enterprise 
Control of Business Operations 
Managerial Decision Making | 
Management of Information — 
The Human Problems of a Manager 
Policy Development and implementation 
The Administrator in an Industrial Society 


Write or phone today for complete information: 
Registrar, St. John’s University, Grand Central & Utopia 
Pkways, Jamaica 32, N.Y., JAmaica 6-3700 
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UNIVERSITY PRESS 


Soviet Statistics of Physical Output of Industrial 


Commodities: Their Compilation and Quality 
By Gregory Grossman 
Dr. Grossman provides a basis for the evaluation of Soviet claims of industrial 
growth in this appraisal of the quality of Soviet statistics of industrial output. 
He discusses how Soviet statistics are collected, processed, and published and 
analyses the obstacles within the Soviet economy itself that prevent a free and 
accurate flow of information. This book inaugurates a series of publication on 
Soviet economic growth that will present the results of research that has been 
carried on for the past six years. Published for the National Bureau of Economic 
Research, 172 pages. $4.50 


Farm Labor in Germany, 1810-1945 
By Freda Wunderlich 


German peasants were liberated from serfdom in 1810 only to become farm 
servants, migrant workers, or landless workers on the vast estate “colonies” east 
of the Elbe. This first comprehensive study of labor in German agriculture inte- 
grates the historical, sociological, and legal facets of the farm labor problem and 
relates them to the general political and cultural currents in Germany from 1810 
to the Nazi defeat in 1945. With careful documentation, Dr. Wunderlich ana- 
lyzes such factors as employer-employee relations, conditions of work and wages, 
trade unions, protective legislation, the labor market, and special wartime 
measures adopted by the Third Reich. 536 pages. $7.50 


Trends in the American Economy in the 


Nineteenth Century 
National Bureau of Economic Reserach, 
Studies in Income and Wealth, No. 24 


The papers in this volume deal with the application of statistical data to differ- 
ent aspects of the economic development of the United States and Canada in 
the nineteenth century—such as balance of payments, commodity output, invest- 
ment and income components. The volume represents the joint efforts of two 
different groups of scholars, the Conference on Income and Wealth and the 
Economic History Association, and constitutes a pioneering work in the applica- 
tion of the national income approach to the study of the nineteenth-century 
American economy. Published for the National Bureau of Economic Research. 

900 pages. $15 


Order from your book store, or 
PRINCETON UNIVERSITY PRESS 
Princeton, New Jersey 
Please mention Tux Amentcan Economic Revisw When Writing to Advertisers 
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Announcing vb 


THE QUARTERLY REVIEW OF 
ECONOMICS AND BUSINESS 


A new journal which will carry discussions and analyses of issues 
of current importance in the fields of economics and business, an- 
nual survey articles in selected areas, reviews of significant books, 
and notes and communications. The first issue will appear in 


February, 1961. 


Manuscripts should be sub- Annual subscription rates 
mitted to the Editor at the Individuals $3.00 
address below. Others $5.00 
COMING SOON... 


THE ROLE OF ANTICIPATIONS AND PLANS IN ECO- 
NOMIC BEHAVIOR AND THEIR USE IN ECONOMIC 
ANALYSIS AND FORECASTING by Franco Modigliani and 
Kalman J. Cohen 

This monograph, the fourth in the Studies in Business Expecta- 
tions and Planning financed by the Merrill Foundation, focuses 
attention on the problem of decision-making by firms in a chang- 
ing world and develops a systematic framework for the exploita- 
tion of ex ante data in economic analysis and forecasting. 

About 176 pages, $2.75 

OTHER PUBLICATIONS IN THIS SERIES... 


No. 1. THE RAILROAD SHIPPERS’ FORECASTS 
by Robert Ferber 140 pages, $1.00 
No. 2. DETERMINANTS OF CAPITAL EXPENDITURES: 
AN INTERVIEW STUDY 
by Robert Eisner 100 pages, $1.50 
No. 3. EMPLOYERS’ FORECASTS OF MANPOWER RE- 
QUIREMENTS: A CASE STUDY 
by Robert Ferber 88 pages, $1.50 


Bureau of Economic and Business Research 


University of fllinois 


Box 658, Station A 


Champaign, Illinois 
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MONEY AND ECONOMIC ACTIVITY: Readings in Money and 
Banking, 2nd Edition 
Lawrence S. Ritter, editor 


contrasting viewpoints on vital issues © excellent editorial introductions orient- 
ing the entire presentation to the theme of money and economic activity. 
(about 450 pages © an early 1961 publication) 


ECONOMIC POLICY: Business and Government 
Donald Stevenson Watson 


considers the whole function of government in the economy ® explores ethical, 
political, and economic value judgments as the bases of economic philosophies 
e skillfully handles regulation of industry, antitrust laws, and public utilities. 
(829 pages © 1960 © $7.50) 


ECONOMICS: Theory and Practice @ Melville J. Ulmer 


highly successful treatment of economic growth, income theory, theory of price and 
distribution, and world economies ¢ Student’s and Instructor’s Manuals. 
(638 pages © 1959 © $6.95) 


MONEY AND BANKING ® Leland J. Pritchard 


a well-received presentation of theory and application © emphasis on banking 
administration fundamentals and the economics of money and banking ¢ In- 
structor’s Manual. (783 pages @ 1958 © $7.25) 


MONEY, CREDIT, AND PUBLIC POLICY © Lawrence Smith 


integrates the subject matter of monetary economics with economics as a whole 
© reflects the increased importance of the role of government and public policy 
© for money and banking courses. (757 pages © 1959 © $7.25) 


MATHEMATICS OF FINANCE © Robert and Helen Cissell 


emphasizes transactions important to individuals and families © uses problems 
based on data frem actual transactions to illustrate application of formulas 
and tables. (198 pages of text © 85 pages of tables © 1956 © $5.00) 


Practical Problems in MATHEMATICS CF FINANCE 
Cissell and Cissell 


presents actual business situations which students can expect to meet in later 
work or in handling personal finances. (96 pages © paperbound © 1960 
© $1.80) 


HOUGHTON. MIFFLIN COMPANY ° BOSTON 
New York Atlanta Geneva Dallas Palo Alto 
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Rand M¢Nally Publications in Economics 


THE INCOME OF NATIONS AND PERSONS 


AN INTRODUCTION TO ECONOMICS 
by ALVIN E. COONS, The Ohio State University 
The essentials of modern economics, at both the macro and 
micro levels, are organized around the “income approach,” 
which treats economic activity as a process of individual actions 
and social interactions. Professor Coons gives the student a 
perspective of economic growth and change as well as an ac- 
quaintance with contemporary economics and economic thought. 
1959 672 pages $6.75 list 


ESSAYS IN ECONOMIC THOUGHT: 


ARISTOTLE TO MARSHALL 

Edited by JOSEPH J. SPENGLER, Duke University and 
WILLIAM R. ALLEN, University of California, Los Angeles 
This collection of 31 essays with substantial editorial introduc- 
tions surveys the development of economic analysis from ancient 
Greece through Marshall. Schools, periods, selected topics, and 
individual writers are analyzed in both the essays and the 
introductions. 

1960 800 pages $8.50 list 


SCHOOLS AND STREAMS OF ECONOMIC THOUGHT 


by EDMUND WHITTAKER, Colorado State University 


The economic thought of the main schools and periods is re- 
lated to its background in contemporary philosophies and in the 
social environment of the times. Separate chapters examine the 
development of employment and business activity and the place 
of the individual in relation to the society, with attention given 
to very recent developments. 

1960 416 pages $6.50 list 


MONOPOLY IN ECONOMICS AND LAW 


by DONALD DEWEY, Columbia University 


This book offers a concise and lucid analysis of what economists 
and lawyers have thought about monopoly and competition 
since these subjects first received their serious attention. The 
growth of monopoly policy in the United States is traced from 
its origins to the present. 

1959 328 pages $5.75 list 


College Department 


RAND MSNALLY & COMPANY 
P.O. Box 7600 + Chicago 80, Illinois 
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coming in February... 


anew, teachable... 


INTRODUCTORY 
ECONOMICS 


By NORMAN F. KEISER, Professor of Economics, 
State University of New York, Oswego. 


This text is designed for use in an introductory course. The author has at- 
tempted to secure reasonable breadth without sacrificing depth, and, as a result 
of this approach, has covered such topics as inflation, interest rate policy, business 
cycles, the McClellan hearings, monopolistic problems, administered prices, eco- 
nomic growth, agriculture, tax evasion, and the “right to work” laws. Also in- 
cluded are discussions of taxation, international trade, the historical economic 
systems, comparative economic systems, the determinants of production, income 
distribution, the monetary system, and fiscal policy. Rich in institutional and 
descriptive material, it stresses the aggregate approach, and succinctly covers the 
more important aspects of price theory and income theory. 

The organization of the book is based on the framework provided by the tradi- 
tional and basic economic problems of deciding what we shall produce, how we 
shall exchange the goods, who shall receive what share of the goods, and how we 
can maintain production at a high level. 


From the preface .. . 


“I have long felt a serious need to revise the conventional course in economics 
because too many students found it confusing—a chore rather than an interesting 
experience—and many good students thus were reluctant to enter this field of 
study. I have attempted to write this book for the student and not the instructor. 
Hence, I have attempted to make it clear and as interesting as possible without 
omitting significant concepts or analyses. Considerable empirical data have been 
included, which should not only help to illustrate concepts and principles, but 
also should reduce the need for outside materials. . . .” 


1961. Approx. 560 pages. Prob. $6.25 


JOHN WILEY & SONS, Inc. 


440 Park Avenue South New York 16, N.Y. 
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Central Planning in 


Czechoslovakia 
ORGANIZATION FOR GROWTH IN A MATURE ECONOMY 
Jan M. Michal 


Czechoslovakia during the first decade of Communist control. 
Its economy compared in growth and efficiency with Western 
market economies at a comparably advanced economic level. 
New statistical material not previously available to the Western 
reader. $5.75 


The South Sea Bubble 


John Carswell 


This is the first systematic account of the greatest financial 
crisis and public scandal in English history, placed in its Euro- 


pean and historical context. There are few historical events that 


illustrate more clearly the interdependence of economic, politi- 
cal, and social history. /Uustrated. $5.50 


The Emerging States 
of French Equatorial Africa 
Virginia Thompson and Richard Adloff 
This is the first book in English dealing with the vast area of 
French Equatorial Africa, out of which have now been created 


the four autonomous republics of Gabon, Tchad, Central Africa, 
and the Congo. /llustrated with photographs and maps. $8.75 


Order from your bookstore, please 
STANFORD UNIVERSITY PRESS 
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New Professional & Pedagogical Books — Recent 
Publications of The Free Press of Glencoe, Illinois 


THE MANAGEMENT OF 
CORPORATE CAPITAL 


Edited by Ezra Solomon, University of Chicago 


The theory of capital management is being 
given a progressively larger share of time in 
courses dealing with the economics of the firm 
as well as on financial management courses. 
This book will be a valuable tool for introduc- 
ing students to a systematic approach to corpo- 
rate capital decisions. Its 22 chapters have been 
selected as being the most significant contribu- 


tions to the field in recent years, Few of the 


ideas expressed in them have appeared in any 
previous book publication. There is a special 
introductory essay by the editor which serves as 
a general background to the issues covered in 
the rest of the volume. $7.50 


MANAGEMENT ORGANIZATION 
AND THE COMPUTER 


Edited by George P. Shultz and Thomas L. 
Whisler, University of Chicago 


Authorities in management, administration, 
operations analysis, industrial relations, and 
psychology explain new management problems 
and accompanying stresses and strains in the 
light of new kinds of information available, con- 
trols dictated, new channels of information, and 
shifts in the responsibility for decision making. 
The authors include: Herbert A. Simon, Allen 
Newell, Alex Orden, Douglas McGregor, Alex 
Bavelas, Leonard F. Vogt, John E. Hines, 
Warren E. Alberts, M. H. Grosz, Carl H. Rush, 
and Seth G. Atwood. $7.50 


ESSAYS ON ECONOMIC STABILITY 
AND GROWTH 


By Nicholas Kaldor, Cambridge University 


This is the second of three volumes which will 
collect the essays of this distinguished econo- 
mist. The present work is divided in three 
main parts: Speculation, Liquidity Preference 
and the Theory of Employment, The Theory 
of Economic Fluctuations, and The Theory of 
Economic Growth. $6.75 


THEORIES OF ECONOMIC 
GROWTH 


Edited by Bert F. Hoselitz, University of 
Chicago 


This volume contains a history and critical 
evaluation of theories of economic growth of the 
major schools of thought in economic. The 
book grew out of an SSRC summer seminar. 
Each author was selected with a view of his 
special competence, not only of the economists 
about whom he writes, but also in the particular 
theoretical or methodological points treated in 
his chapter. The authors are: Joseph J. Spengler, 
J. M. Letiche, Erskine McKinley, John Buttrick, 
Bert F. Hoselitz, and Henry J. Bruton. Theories 
of economic growth from the mercantilists to 
present day economists are covered. $7.50 


ESSAYS ON VALUE AND 
DISTRIBUTION 


By Nicholas Kaldor, Cambridge University 


This is the first of three volumes which will 
collect the essays of this distinguished econo- 
mist. The present work is divided into five 
parts: The Theory of Equilibrium, The Theory 
of Imperfect Competition, The Theory of Wel- 
fare Economics, The Theory of Capital, and 
The Theory of Distribution. $6.00 


MANAGERS FOR SMALL INDUSTRY 


By Joseph E. Stepanek, Stanford Research 
Institute 


This study is concerned with the development 
of entrepreneur-managers for smal] industry in 
the newly industrializing small countries; it 
examines the origins, characteristics, and op- 
portunities of potential managers, and analyzes 
existing training programs, with special em- 
phasis and suggestions on international train- 
ing. $6.00 


Announcements contain more 
Department, 


complete descriptions 
mailed mon from C If would like to receive these, write to Mail 


of all new Free Press books are 
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Gunnar Myrdal 


BEYOND THE WELFARE STATE 


EDWIN G. NOURSE, Washington Post. “There is much here to 
enrich our understanding and stimulate our further pondering about 
the human condition—and prospects—in the and vital area 
where politics and economics interpenetrate.” 

GERHARD COLM, Science. It is fascinating to see how Myrdal has 
combined the varied experiences of his life into a consistent structure 
of thought. The reader cannot help being impressed by his sincerity, 
intellectual integrity, and sober idealism. $4.50 


Robert Triffin 


GOLD AND THE DOLLAR CRISIS 


Mr. Triffin’s proposals are revolutionizing the critical debate on 
international monetary policy. Here are the radical reforms which 
he believes are necessary if we are to ward off the threatening 
collapse of the dollar and restore a sound and viable system of in- 
ternationa! payments. Gold and the Dollar Crisis is of vital im- 
portance to everyone concerned with the fate of the dollar and with 
the future of convertibility. SECOND PRINTING. $5.00 


Albert O. Hirschman 


THE STRATEGY OF 
ECONOMIC DEVELOPMENT 


An international view of the economic growth of underdeveloped 
countries and its implications for development planning and foreign 
aid. “Throughout the book, Professor Hirschman’s obvious experi- 
ence with practical problems (mainly in Latin America) provides an 
insight that is extremely rare in this cliché-ridden branch of eco- 
nomics. This is indeed a very important contribution to the theory of 
economic development.”—The Economic Journal $5.00 


Yale University Press 
New Haven, Connecticut 
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UNIVERSITY PRESS 


Personal Deductions in the 
Federal Income Tax 


By C. HARRY KAHN 


An intensive examination into why the present major personal deductions 
are included within the income tax, emphasizing the effects of these deduc- 
tions on the tax rates, income groups, and the national tax structure. Dr. 
Kahn treats each major deduction separately—philanthropic contributions, 
nonbusiness taxes to state and local governments, personal interest payments, 
medical care expenses, and the standard deduction—and he reinterprets the 
tax data to study the success and changes of the deductions, Published for 
the National Bureau of Economic Research. 240 pages. $5 


Statistical Measures of Corporate 
Bond Financing since 1900 


By W. BRADDOCK HICKMAN 


This third and last volume of the National Bureau's corporate bond re- 
search project contains basic statistics on which the analyses of the second 
volume are founded, supplementary tables on topics not covered in that 
report, and a description of estimating procedures and notes on coverage and 
suggested uses. Published for the National Bureau of Economic Research. 


616 pages. Tables & Charts. $9 


Capital in Manufacturing and Min- 


ing: Its Formation and Financing 


By DANIEL CREAMER, SERGEI P. DOBROVOLSKY, and 
ISRAEL BORENSTEIN 


Two major trends in mining and manufacturing are shown, with support- 
ing figures, in this new volume in the NBER series on capital formation and 
. financing. The first trend is that this sector had a rate of growth significantly 
higher than that of the economy as a whole. The second is that a marked 
diversity exists among industries in the rate of growth over the period from 
1880 to 1948 as well as in the time pattern of that rate. Published for the 
National Bureau of Economic Research. 336 pages. $7.50 


Order from your book store, or 
PRINCETON UNIVERSITY PRESS 
Princeton, New Jersey 
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Outstanding textbooks for . , , 


ELEMENTS of BUSINESS ENTERPRISE 


DWIGHT L. GENTRY and CHARLES A. TAFF—both of the University of Maryland 


Ready in Feb. This new book interre- 
lates the functions of management and 
integrates the role of business enter- 
prise in the social and economic order. 
Avoiding confusing detail, it covers the 


ganization, operation, and control of 
the various forms of business enterprise 
and the functions they perform. Stimp. 
lating discussion questions and case 
problems after each chapter enable the 
student to relate subject matter to real- 
istic problem-solving situations. Jnstrue. 
tor’s Manual available. 1961. 700 pp; 
74 ills., tables. $7.00 


THE AMERICAN ECONOMY 


An Introductory Analysis 
GEORGE W. ZINKE, University of Colorado 


Well-planned textbook combines an in- 
troduction to the principles of econom/ 
ics with an mn description of 
the American economy. Fundamental 
theory is clearly oe resented to enable 
the student to k systematically 
and policies. In 
orming is for making necessary 

abstractions, book provides a gone 


and private accounting view of our econ- 
omy with a challenging discussion of 
all its resources. “Whoever is in search 
of @ good basis for a well-documented 
investigation of economics does well t 
start with Zinke.”—Robert G. Wert 
heimer, Babson Institute of Business 
Administration. Instructor's Manual 
available. 1959 704 pp.; 181 ills., — 

75 


THE STOCK MARKET 
GEORGE L. LEFFLER, Pennsylvania State University 


This comprehensive book explains the 
: tions, functions, and complexities 

the stock market. It ranges from 

basic principles to most compli- 
cated investment and trading tech- 
niques; includes material on invest- 
ment of securities, construction and 
management of security portfolios, in- 
vesting and trading in common stocks, 
and leading trading plans. Book ana- 


lyzes stock prices, the market’s ecnomic 
function, federal regulation of securi- 
ties, etc. “An outstanding book in the 
feld of securities markets.”—Phillip 

Lohman, University of Vermont. 
“A substantial, informative, well-written 
hook . . . must be accorded high re 
spect as a text and reference work.” 
—Journal of Finance. 2nd. Ed., 1957. 
626 pp., 58 ills. 7 


ECONOMIC and SOCIAL SECURITY 
Public and Private Measures Against Economic Insecurity 


JOHN G. TURNBULL and C. ARTHUR WILLIAMS, Jr., both University of Minnesota; 
and EARL F. CHEIT, University of California, Berkeley 


evalnation of the entire 
scope of public and private insurances 
involved in such problems as old age, 
death, occupational disability, unem- 
ployment, etc. Book stresses the eco- 
nomic aspects of these measures and 
examines their political and social con- 
sequences. “Emphasizes what has long 


been needed, an approach to insurance 
as an instrument for obtaining economic 
security, especially in showing the re 
lationship of social approaches to pri- 
vate approaches.” Mark R. Greene, 
University of Oregon. 1957. 539 pp.; 
75 ills., tables. $6.75 


THE RONALD Press COMPANY 


15 East 26th Street, New York 10, New York 
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GOVERNMENT and BUSINESS 
A Study in Economic Evolution 
HOWARD R. SMITH, University of Georgia 


ing a modified historical approach, izes complex detail meanin and 
i. tful study in economic evolu- logically. “An unusually coherent ac- 
tion emphasizes the underlying context count of relations between 


government business in the United 
are formulated in a democracy. Book States from pre-Revoluti mercan- 
relates policy issues and changes to the tillism to the present. . . . An impres- 
growth of the nation’s economy; covers sive piece of work.”—The Journal of 
all aspects of the mutual impact of Political Economy. 1958. 802 pp.; 93 
government and business; and organ- i $7.50 


ECONOMIC HISTORY 
of the UNITED STATES 


HOWARD R. SMITH, University of Georgia 
Departing from the usual approach to 
American economic history, this book —clear, interesting, sti i and 
chronologically highlights those aspects readily understandable.”—Ervin Zin- 
of our developing economy which were 
most significant in each historical pe- excellent 


in which Lwery and economic policies 


riod. It clarifies the close and constant 
interaction between economic activities 
and political and social behavior; traces 
our economy from its roots, reflecting 
events against the situations and forces 


kelson, University of Connecticut. 1955. 
763 pp.; 168 ills., tables, maps. $6.50 


PRINCIPLES of REAL ESTATE 


ARTHUR M. WEIMER, Indiana University; and HOMER HOYT, 
Homer Hoyt Associates 


Fourth Edition of the standard work in 
the field discusses and explains 

principles that govern modern real es- 
tate practice. New book emphasizes de- 
cision-making and programs for trans- 
lating decisions into action; fully ex- 
plains major physical, legal, and eco- 
nomic characteristics of real estate re- 
sources; pinpoints factors related to the 


production of income at fixed sites. 
Covers land development, property man- 
agement, finance, marketing of proper- 
ties, etc. “The emphasis on principles 
should prove invaluable to the decision- 


maker . . ."—Henry E. Theobald, 
Northwestern University. 4th Ed., 1960. 
716 pp.; 78 ills., tables. $7.50 


The MANAGEMENT of PRODUCTION 


WILLIAM VORIS, Los Angeles State College 


This new introductory textbook offers 
a systematic approach to the methods 
and problems of managing in a mod- 
em manufacturing enterprise. It pro- 
vides a well-balanced overview of pro- 
duction administration in industry; em- 
phasizes the interrelationships of objec- 
tives, functions, organization structures, 
and personnel. Book discusses factory 
operations, from initial research to com- 


pleted product; uses practical examples 
to illustrate problems of decision-mak- 
ing and production coordination. Covers 
operations research, linear program- 
ming, electronic computers, and fac- 
tory automation. “The cases allow the 
instructor to make course more 
down-to-earth . . . an excellent text.”— 


Kenneth Courtney, Los Angeles State 
College. 1960. 450 pp.; 94 i ar 


THE RONALD Press COMPANY 


15 East 26th Street, New York 10, New York 
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JUST PUBLISHED... 
LINEAR PROGRAMMING AND THE THEORY OF THE FIRM 


KENNETH E. BOULDING, and W. ALLEN SPIVEY, both, 
niversity of Michigan 


In this unique undergraduate text, the authors provide a survey chap- 
ter relating current theory of the firm to past history and possible devel- 
opments, outline essential mathematics, and introduce basic theory of 
linear programming. Other contributors examine the relation of linear 
programming to marginal analysis, the nature and scope of operations 
research, and broader aspects of the theory of the firm. 


1960 227 pages $6.00 
COMING SPRING 196]... 
LABOR ECONOMICS AND INSTITUTIONS 


By ARTHUR D. BUTLER, University of Buffalo 


Here is an introductory text combining a history of unions and col- 
lective bargaining with an economic analysis of wages, employment, 
and social security. Included are discussions of the Landrum-Grifhin Act, 
applied wage theory, inflation and collective bargaining, the relation of 
welfare bargaining to social security, and a comparison of five theories of 
the labor movement in America. 


PRINCIPLES OF FINANCIAL ANALYSIS 


By ROBERT H. WESSEL, University of Cincinnati 


This introductory pone ey an up-to-date coverage of the informa- 

tion and techniques ed by the financial manager. In each chapter, 

short, clear-cut cases provide opportunity for realistic application of 

— les, Especially notable are the treatments of security markets and 
-financing. 


PRINCIPLES OF INDUSTRIAL MANAGEMENT CASE BOOK 


By RAYMOND J. ZIEGLER, University of Illinois 


Presenting the latest advances in management practices, this case 
book meets the need for short cases at the beginning level. There are ten 
sections, each consisting of nine or ten cases. e first five sections 
thoroughly review general industrial management principles, while the 
final sections examine relevant technical and specialized activities. An 
Instructor’s Manual accompanies the text. 


The Macmillan Company 60 New York 11, ¥. 
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A $50,000 POLICY 
FOR $106.50? 


This professor was delighted! 


He found TIAA's new low-cost Home Pro- 
tection Plan the perfect answer to his 
need for a great deal of insurance now 
but less as the years go by—as his 
children grow up, savings and invest- 
ments increase, the mortgage is paid off. 


At his age of 30, a 20-year Home Protection policy providing a $50,000 initial 
amount of insurance calls for a level annual premium of $193. The cash dividend 
of $86.50 at the end of the first policy year reduces his first year net cost to $106.50, 
according to the current dividend scale. Dividends are declared once each year 
and thus cannot be guaranteed for the future. 


This level premium Term plan provides its largest amount of protection 
initially and reduces by schedule each year to recognize decreasing insurance needs. 
Insurance periods of 15, 20, 25 or 30 years are available. 

Teachers Insurance and Annuity Association (TIAA) is a unique, nonprofit 


life insurance company established by Carnegie organizations in 1918 to serve 
the field of higher education. 


Any full- or part-time employee of a college, university, nonprofit private 
school or nonprofit educational or research organization is eligible to apply for 
TIAA individual life insurance—regardless of whether the institution has a TIAA 
retirement plan. Do you qualify? If so, send for your personal illustration of the 
new Home Protection Plan (issued at age 55 or younger)—or use the coupon to 
ask for details on TIAA’s many other low-cost plans. 


We employ no agents—no one will call on you. — 


TIAA ; Please send information on: d 


730 Third Avenue Co year policy of $ initial amount. 
New York 17, N.Y. other plans available. 


Date of 
Name Birth 


Address 


Gry 
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L°INDUSTRIA 
Review of Political Economy 
Editor: Ferdinando di Fenizio 


Summary of Issue n° 3/1960 

n° 3/1960 

J. J. SCHWAB What do Scientists do! 

B, BARBERI Statistical Aspects of Theories on Economic Development 

J. TINBERGEN The Theory of the Optimum Regimen 

G. M. DI SIMONE The South and the Italian Economic Development 

LON On the Ecoaom Lot Problem in 

A. Go A, Quantity a Fast Pro 

tat The Problems of the South ag Seen by Lombard Entre 
Money” and Economic Development 


= tional Movements—The Stock 


Each number contains Summaries in English of the original articles—Annual subscrip- 
tion rate for Abroad: Lit. 6.000=. Anyone interested may send for a sample copy. 


Editorial and Administrative Offices: Via Farneti, 8—Milano (Italy) 


BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following 
issues (sent prepaid and in good condition) of the Review: 
March, April, 1911; December, 1915; March, June, 1916; 
December, 1918; March, March Sup., 1919; March, 1920; 
March, March Sup., 1934; June, 1946; May, 1948; March, 
June, 1950; March, 1952; March, 1955; March, May, 1956. 
For the March, June, December, 1949, the June, September, 
1958, and the September, 1959, issues, seventy-five cents a 
copy. 


Send to 


Dr. James Washington Bell, Secretary 
' American Economic Association 
Northwestern University, Evanston, Illinois 
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ECONOMIA INTERNAZIONALE 


Quarterly Review 
Vol. XIII, No. 3 CONTENTS August 1960 
Atypical Backwardness and Investment Criteria J, Amuzegar 
The Multiplier (Secondary Wave) ..... 
Gu Cho Gf A. Heertie 
La politica nazionale ed il mercato internazionale dei capitali ........ A, EB. Jasay 
Tl calcolo del costo della protesion® M. Oorden 
The International Compatibility of Growth and Trade ........... K, K. Kurthara 
The Finance of West Germany’s Export Surplus, 1952-58 ......... W. Roberteon 


Bollettino Bibliograficoo ed Emerografico: Books Review—Titles of articles on recent 
periodicals—Summary of articles issued on recent periodicals. 


Annual subscription to “Economia Internazionale” It. Liras 5.000. Applications for 
subscription and correspondence should be addressed to the Direzione Istituto di 
Economia Internazionale, via Garibaldi 4, Genova (Italy). 


UNITED NATIONS EDUCATIONAL, 
SCIENTIFIC AND CULTURAL 


ORGANIZATION 


Just issued: THE SOCIAL SCIENCES AND PEACEFUL COOPERATION 
Volume 12, Number 2, 1960 
Table of Contents 

PART I: Introduction by J. Maynaud: The Effects of Technological Progress 
on Existing Political Systems, by J. Djordjevic—Political Science and 
the Promotion of Peaceful Cooperation, by Walter R. S 
Systems and Sociological Doctrines, by T. B. Bottomore—Observa- 
tions on Social Legality, by Stanislaw Ehrlich—The Mechanisms of 
Market and Planned Economies, by M. C. Kaser—International Trade 
and Peaceful Co-operation, by V. P. Diatchenko—Trade between 
Countries with Different Economic and Social Systems, by A. K. 

cross. 


PART Il: the World of the Social Sciences—Current Studies, Reviews and 
ews. 


Yearly subscription: $6.50 Single copies: $2.00 
Order subscriptions or copies from: 


UNESCO PUBLICATIONS CENTER 
801 Third Avenue New York 22, N.Y. 
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FOOD RESEARCH INSTITUTE STUDIES 
Published three times a year, in February, May, and November 


Contents of Volume 1, No. 3, November 1960 


World Map of Food Crop Climates ..................44. Merrill K. Bennett 
Characteristics of Some Thin Futures Markets ............... Roger W.. Gray 
Measurement of a Random Process in Futures Prices ......... Arnold B. Larson 
Toward Positive Policies for American Agriculture .......... Boris C. Swerling 
The Nature of Agriculture’s Contribution in Economic Development ..... 
dans de Bruce P. Johnston and Jobn Mellor 


Annual Subscription, $7.00—Single Copy, $2.50 


“Address: FOOD RESEARCH INSTITUTE, Stanford University 
Stanford, California, U.S.A. 


SOCIAL AND ECONOMIC STUDIES 


A Journal devoted to research, especially in the problems of economic 
growth, social change and political action in underdeveloped territories 


Among recent papers and publications are the following: 


The Economy of St. Kitts-Nevie-Anguilla .......-.+seeeeceeesceeeceeeseeees Carleen O'Loughlin 
Symposium om the Report of the Trade and Tarifla Commission 
A. G. Johnson, W. GC, Demas, C. M. Meier, T. Balogh 
Revisions, and Suggestions for Deflating Gross Product Estimates .............+-- Alfred P. Thorne 
Accelerated Development with « Minimum of Foreign Aid and Economic Controls .R. W. Lindholm 
The Beneficial Effects of Devaluation in Some Underdeveloped Economies .....- Alexander Rubner 
Economic Development: A New Strategy Lloyd Best 
A National Accounts Study of the Economy of Barbados ........-.....s+++++eeeee- Jeanette Bethel 


Annual subscription per volume £1. 10s. Od.; U.S., $4.25; W.1., $7.20. 


INSTITUTE OF SOCIAL AND ECONOMIC RESEARCH 
University College of the West Indies, Mona, Jamaica, W.1. 
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A good way to keep informed about European and World Affairs 
is to read regularly 


EUROPA-ARCHIV 


The Journal of the German Council on Foreign Relations 
Edited by Wilhelm Cornides 


EUROPA-ARCHIV, now in its 15th year of publication, contains articles and documents on 
international relations and a current chronology of world events as well as review articles of 
recent publications. 


Articles in recent issues: 


Raymond Vernon: Die Veivinigten Staaten und die Europiischea Handelsblicke 

Arnold Wolfers: Grenzea der Nuklearen Abschreckung 

Gerard Braunthal: Die Aussenpolitik der Vereingten Staaten 

Ginter Henle: Der Deutsche Beitrag zur Entwicklungshilfe 

Gottfr.-Karl Kindermann: Peking und Taipeh in der Weltpolitik 

Christian Woelker: Fortschritte, Aufgaben und Ziele der Europiischen Zausammenar- 
beit im Verkehr 


Annual subscription (24 issues) DM 45,—plus postage (Specimen copies on request) 


Deutsche Gesellschaft fiir Auswiirtige Politik, Abt. Europa-Archiv, Frankfurt am Main, 
Grosse Eschenheimer Strasse 16-18 


THE ECONOMIC WEEKLY 


Special Number June 1960 


Pre-Conditions of Sustained Growth: A Symposium | 
The Concept and Size of the Third Plan Me 


No Preordained Path eae Ashok 
Preconditions Are Non-Economic ....-.- 
Third Five Year Plan: 
The Problem of Linkage Allocation of Investments in the Third Plan 
Industrial Policy The Perspective of the Third Plan 
What's in a Figure? Broad Outlines of the Third Plan 
Planning at the State Level ; 
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